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INTRODUCTION 


The  legislative  history  of  H.R.  8363  is  a  compilation  of  legislative 
history  materials  relating  to  the  enactment  of  Public  Law  88-272. 
The  purpose  of  this  history  is  to  make  readily  available  all  of  the 
public  documents  containing  pertinent  information  relative  to  the 
enactment  of  the  law. 

This  document  sets  forth  in  chronological  order  the  action  taken  by 
Congress  with  respect  to  this  law.  For  example,  section  1  sets  forth 
the  public  law;  section  2,  the  President’s  state  of  the  Union  message; 
section  3,  President’s  1963  tax  message,  and  so  on. 

The  material  contained  herein  has  been  inserted  in  toto,  therefore, 
the  original  pagination  appears  in  all  cases. 

In  order  to  facilitate  the  utilization  of  the  House  floor  debate  on 
H.R.  8363  as  well  as  the  House  and  Senate  floor  debates  on  the  con¬ 
ference  report,  this  document  contains  an  alphabetical  listing  of  Mem¬ 
bers  of  Congress  with  cross-references  to  their  remarks,  as  well  as 
their  extension  of  remarks.  However,  in  the  case  of  the  Senate  floor 
debate,  the  cross-references  are  made  by  Senate  amendments  in  the 
order  in  which  they  were  taken  up  on  the  floor  of  the  Senate.  The 
names  of  the  Senators  making  remarks  with  respect  to  a  particular 
amendment  are  listed  alphabetically  under  each  amendment.  In  this 
connection,  however,  the  page  numbers  refer  to  the  pages  of  this  docu¬ 
ment.  The  floor  debates  are  taken  from  the  Congressional  Record 
for  the  date  indicated.  The  page  numbers  of  the  daily  Congressional 
Record  are  bracketed. 

Appendix  II  of  this  document  is  a  comparison  of  the  provisions 
of  H.R.  8363,  as  passed  by  the  House,  with  present  law,  Treasury 
recommendations,  Senate  Finance  Committee  version,  Senate  version 
and  as  agreed  to  by  the  conferees.  For  quick  reference,  it  also  con¬ 
tains  a  summary  of  Senate  Finance  Committee  revisions  and  Senate 
floor  amendments  with  conference  action  on  such  revisions  and  amend¬ 
ments.  Also  contained  therein  are  recommendations  of  the  Treasury 
Department  not  adopted;  amendments  considered  and  rejected  by  the 
Senate  Finance  Committee;  and  Senate  floor  amendments  offered  and 
rejected  or  withdrawn. 
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CHRONOLOGICAL  HISTORY  OF  THE  LEGISLATION 


Date  of  President’s  state  of  the  Union 

message _ 

Date  of  President’s  tax  message _ 

Dates  of  public  hearings  before  the  House  Com¬ 
mittee  on  Ways  and  Means _ 


House  bill  number _ 

Date  bill  introduced  in  House  of  Representa¬ 
tives  _ 

Date  bill  reported  by  Committee  on  Ways  and 

Means  _ 

House  report  number - 


Date  rule  obtained — H.  Res.  527,  providing  for  a 
closed  rule,  waiving  points  of  order  against,  8 
hours  of  debate,  committee  amendments,  and  1 

motion  to  recommit _ 

Dates  of  House  floor  debate  and  final  passage _ 

Rule :  H.  Res.  527  adopted  by  a  record  vote — 
320  yeas,  66  nays,  46  not  voting. 

Motion  to  recommit:  Rejected  by  a  record 
vote — 199  yeas,  226  nays,  7  not  voting. 
Final  passage:  Passed  by  a  record  vote — 
271  yeas,  155  nays,  6  not  voting. 

Public  hearings  before  the  Senate  Committee  on 
Finance  _ 


Date  reported  by  Senate  Committee  on  Fi¬ 
nance  _ 

Senate  report  number _ 

(  Supplemental  report,  pt.  2  of  S.  Rept.  830,  filed  on 
Jan.  31,  1964.) 

Dates  of  Senate  floor  debate _ 


Jan.  14,  1963. 

Jan.  24,  1963. 

Feb.  6,  7,  8,  18,  19,  20,  21,  25, 
and  26 ;  Mar.  4,  6,  7,  8,  11, 
12,  13,  14,  15,  18,  19,  20,  21, 
22,  25,  26,  and  27,  1963. 

H.R.  8363. 

Sept.  10,  1963. 

Sept.  13,  1963. 

H.  Rept.  749  (with  supple¬ 
mental  and  separate 
views). 


Sept.  24,  1963. 

Sept.  24  and  25, 1963. 


Oct.  15, 16, 17, 18  21,  22,  23, 

24,  25,  28,  29,  30,  and  31; 
Nov.  1,  4,  5,  6,  7,  8,  12,  13, 
14, 15,  21,  and  22 ;  Dec.  2,  3, 
4,  5,  6,  9,  and  10,  1963. 


Jan.  28,  1964. 

S.  Rept.  830  (with  separate 
views). 


Jan.  31;  Feb.  3,  4,  5,  and  6, 
1964. 


Date  bill  passed  the  Senate _ Feb.  7,  1964. 

Final  passage:  Passed  by  a  record  vote — 77 
yeas,  21  nays. 

Date  conference  report  filed _  Feb.  24,  1964. 

Conference  report  number _  Rept  No.  1149. 

Date  conference  report  presented  to  and  adopted 

by  House  of  Representatives _  Feb.  25,  1964. 

Vote :  326  yeas,  83  nays. 

Date  conference  report  presented  to  and  adopted 

by  the  Senate _  Feb.  26,  1964 

Vote :  74  yeas,  19  nays. 

Date  signed  by  the  President _  Do. 

Public  law  number _  Public  Law  88-272. 
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Members  of  the  House  P(of°thlsS 

document) 
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ALPHABETICAL  LISTING  OF  MEMBERS  OF  CONGRESS 
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B.  Senate  Floor  Debate  on  Bill 

Page  Nos. 

Subject  and  Members  of  the  Senate  (of  this 

document) 
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Randolph,  Jennings  (West  Virginia) 

Ribicoff,  Abraham  A.  (Connecticut) 

Smathers,  George  A.  (Florida) 

Stennis,  John  (Mississippi) 

Talmadge,  Herman  E.  (Georgia) 

Thurmond,  Strom  (South  Carolina) 

Tower,  John  G.  (Texas) 

Williams,  Harrison  A.,  Jr.  (New  Jersey) 

Williams,  John  J.  (Delaware) 

Senate  Finance  Committee  amendment  to  strike  section  219,  capital  gains 

and  losses,  from  the  House-passed  bill -  2860-2884 

Douglas,  Paul  H.  (Illinois) 

Gore,  Albert  (Tennessee) 

Humphrey,  Hubert  H.  (Minnesota) 

Javits,  Jacob  K.  (New  York) 

Kuchel,  Thomas  H.  (California) 

Lausche,  Frank  J.  (Ohio) 

Long,  Russell  B.  (Louisiana) 

Miller,  Jack  R.  (Iowa) 

Morton,  Thruston  B.  (Kentucky) 

Ribicoff,  Abraham  A.  (Connecticut) 

Smathers,  George  A.  (Florida) 

Group  term  life  insurance — exclusion  (Senator  Gore) -  2884-2891 

Anderson,  Clinton  P.  (New  Mexico) 

Bennett,  Wallace  F.  (Utah) 

Gore,  Albert  (Tennessee) 

Javits,  Jacob  K.  (New  York) 

Long,  Russell  B.  (Louisiana) 

Ribicoff,  Abraham  A.  (Connecticut) 
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Earned  income  of  U.S.  citizens  abroad  (Senator  Gore) _  2891-2907 


Aiken,  George  D.  (Vermont) 

Bennett,  Wallace  F.  (Utah) 

Byrd,  Harry  Flood  (Virginia) 

Clark,  Joseph  S.  (Pennsylvania) 

Curtis,  Carl  T.  (Nebraska) 

Douglas,  Paul  H.  (Illinois) 

Gore,  Albert  (Tennessee) 

Gruening,  Ernest  (Alaska) 

Holland,  Spessard  L.  (Florida) 

Jordan,  B.  Everett  (North  Carolina) 

Lausche,  Frank  J.  (Ohio) 

Long,  Russell  B.  (Louisiana) 

Tax  credit  for  higher  education  (Senator  Ribicoff) _  2907-2994,  3065-3066 

Aiken,  George  D.  (Vermont) 

Anderson,  Clinton  P.  (New  Mexico) 

Beall,  J.  Glenn  (Maryland) 

Bennett,  Wallace  F.  (Utah) 

Brewster,  Daniel  B.  (Maryland) 

Carlson,  Frank  (Kansas) 

Clark,  Joseph  S.  (Pennsylvania) 

Cooper,  John  Sherman  (Kentucky) 

Cotton,  Norris  (New  Hampshire) 

Curtis,  Carl  T.  (Nebraska) 

Dodd,  Thomas  J.  (Connecticut) 

Dominick,  Peter  H.  (Colorado) 

Edmondson,  J.  Howard  (Oklahoma) 

Fulbright,  J.  W.  (Arkansas) 

Gore,  Albert  (Tennessee) 

Hart,  Philip  A,  (Michigan) 

Hartke,  Vance  (Indiana) 

Keating,  Kenneth  B.  (New  York) 

Lausche,  Frank  J.  (Ohio) 

Long,  Russell  B.  (Louisiana) 

McCarthy,  Eugene  J.  (Minnesota) 

McGee,  Gale  W.  (Wyoming) 

McIntyre,  Thomas  J.  (New  Hampshire) 

Mansfield,  Mike  (Montana) 

Miller,  Jack  R.  (Iowa) 

Morse,  Wayne  (Oregon) 

Morton,  Thruston  B.  (Kentucky) 

Muskie,  Edmund  S.  (Maine) 

Pastore,  John  0.  (Rhode  Island) 

Prouty,  Winston  L.  (Vermont) 

Randolph,  Jennings  (West  Virginia) 

Ribicoff,  Abraham  A.  (Connecticut) 

Scott,  Hugh  (Pennsylvania) 

Smathers,  George  A.  (Florida) 

Symington,  Stuart  (Missouri) 

Tower,  John  G.  (Texas) 

Williams,  John  J.  (Delaware) 

Young,  Milton  R.  (North  Dakota) 

Tax  deduction  for  higher  education  (Senator  Prouty) _  2994-3012,  3018-3022 

Aiken,  George  D.  (Vermont) 

Anderson,  Clinton  P.  (New  Mexico) 

Clark,  Joseph  S.  (Pennsylvania) 

Cooper,  John  Sherman  (Kentucky) 

Dominick,  Peter  H.  (Colorado) 

Gruening,  Ernest  (Alaska) 

Holland,  Spessard  L.  (Florida) 

Javits,  Jacob  K.  (New  York) 
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Tax  deduction,  etc.  (Senator  Prouty) — Continued 
Kuchel,  Thomas  H.  (California) 

Long,  Russell  B.  (Louisiana) 

McCarthy,  Eugene  J.  (Minnesota) 

Mansfield,  Mike  (Montana) 

Miller,  Jack  R.  (Iowa) 

Morse,  Wayne  (Oregon) 

Pastore,  John  O.  (Rhode  Island) 

Prouty,  Winston  L.  (Vermont) 

Ribicoff,  Abraham  A.  (Connecticut) 

Saltonstall,  Leverett  (Massachusetts) 

Scott,  Hugh  (Pennsylvania) 

Smathers,  George  A.  (Florida) 

Tower,  John  G.  (Texas) 

Williams,  John  J.  (Delaware) 

Personal  exemptions  (Senator  Gore) _  3022-3047 

Anderson,  Clinton  P.  (New  Mexico) 

Curtis,  Carl  T.  (Nebraska) 

Douglas,  Paul  H.  (Illinois) 

Ervin,  Sam,  Jr.  (North  Carolina) 

Gore,  Albert  (Tennessee) 

Gruening,  Ernest  (Alaska) 

Hartke,  Vance  (Indiana) 

Kuchel,  Thomas  H.  (California) 

Lausche,  Frank  J.  (Ohio) 

Long,  Russell  B.  (Louisiana) 

Mansfield,  Mike  (Montana) 

Miller,  Jack  R.  (Iowa) 

Morton,  Thruston  B.  (Kentucky) 

Pastore,  John  O.  (Rhode  Island) 

Proxmire,  William  (Wisconsin) 

Smathers,  George  A.  (Florida) 

Minimum  standard  deduction  (Senator  Douglas) _  3047-3051,  3085-3098 

Aiken,  George  D.  (Vermont) 

Anderson,  Clinton  P.  (New  Mexico) 

Bennett,  Wallace  F.  (Utah) 

Douglas,  Paul  H.  (Illinois) 

Ervin,  Sam  J.,  Jr.  (North  Carolina) 

Gruening,  Ernest  (Alaska) 

Hruska,  Roman  L.  (Nebraska) 

Humphrey,  Hubert  H.  (Minnesota) 

Kuchel,  Thomas  H.  (California) 

Lausche,  Frank  J.  (Ohio) 

Long,  Russell  B.  (Louisiana) 

Mansfield,  Mike  (Montana) 

Morton,  Thruston  B.  (Kentucky) 

Proxmire,  William  (Wisconsin) 

Ribicoff,  Abraham  A.  (Connecticut) 

Smathers,  George  A.  (Florida) 

Excise  tax — Cabarets  (Senator  Proxmire) _  3051,  3440-3451 

Bible,  Alan  (Nevada) 

Carlson,  Frank  (Kansas) 

Douglas,  Paul  H.  (Illinois) 

Fong,  Hiram  L.  (Hawaii) 

Gore,  Albert  (Tennessee) 

Hart,  Philip  A.  (Michigan) 

Keating,  Kenneth  B.  (New  York) 

Lausche,  Frank  J.  (Ohio) 

Long,  Russell  B.  (Louisiana) 

McNamara,  Pat  (Michigan) 

Magnuson,  Warren  G.  (Washington) 
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Excise  tax — Cabarets  (Senator  Proxmire) — Continued 
Mansfield,  Mike  (Montana) 

Morton,  Thruston  B.  (Kentucky) 

Proxmire,  William  (Wisconsin) 

Simpson,  Mil  ward  L.  (Wyoming) 

Smathers,  George  A.  (Florida) 

Dividend  credit  (Senators  Morton  and  Dirksen) _  3051-3065,  3212-3215 

Beall,  J.  Glenn  (Maryland) 

Carlson,  Frank  (Kansas) 

Curtis,  Carl  T.  (Nebraska) 

Holland,  Spessard  L.  (Florida) 

Hruska,  Roman  L.  (Nebraska) 

Kuchel,  Thomas  H.  (California)  4  * 

McCarthy,  Eugene  J.  (Minnesota) 

Mansfield,  Mike  (Montana) 

Morton,  Thruston  B.  (Kentucky) 

Pastore,  John  O.  (Rhode  Island) 

Investment  credit — Regulatory  agencies _  3066-3079, 

3125-3212,  3230-3231,  3354-3359 

Aiken,  George  D.  (Vermont) 

Anderson,  Clinton  P.  (New  Mexico) 

Carlson,  Frank  (Kansas) 

Church,  Frank  (Idaho) 

Cooper,  John  Sherman  (Kentucky) 

Douglas,  Paul  H.  (Illinois) 

Gore,  Albert  (Tennessee) 

Gruening,  Ernest  (Alaska) 

Humphrey,  Hubert  H.  (Minnesota) 

Javits,  Jacob  K.  (New  York) 

Kuchel,  Thomas  H.  (California) 

Lausche,  Frank.  J.  (Ohio) 

Long,  Russell  B.  (Louisiana) 

McCarthy,  Eugene  J.  (Minnesota) 

McClellan,  John  L.  (Arkansas) 

McGovern,  George  (South  Dakota) 

McNamara,  Pat  (Michigan) 

Magnuson,  Warren  G.  (Washington) 

Mansfield,  Mike  (Montana) 

Metcalf,  Lee  (Montana) 

Miller,  Jack  R.  (Iowa) 

Monroney,  A.  S.  Mike  (Oklahoma) 

Morse,  Wayne  (Oregon) 

Morton,  Thruston  B.  (Kentucky) 

Nelson,  Gaylord  (Wisconsin) 

Pastore,  John  O.  (Rhode  Island) 

Pell,  Claiborne  (Rhode  Island) 

Proxmire,  William  (Wisconsin) 

Saltonstall,  Leverett  (Massachusetts) 

Simpson,  Milwa.rd  L.  (Wyoming) 

Smathers,  George  A.  (Florida) 

Symington,  Stuart  (Missouri) 

Talmadge,  Herman  E.  (Georgia) 

Tower,  John  G.  (Texas) 

Williams,  John  J.  (Delaware) 


Additional  exemption  for  blind  dependent  (Senator  Hartke) _  3081-3083 

Anderson,  Clinton  P.  (New  Mexico) 

Hartke,  Vance  (Indiana) 

Mansfield,  Mike  (Montana) 

Randolph,  Jennings  (West  Virginia) 

Premiums  for  flood  insurance  (Senator  Carlson) _  3083-3085 

Anderson,  Clinton  P.  (New  Mexico) 

Carlson,  Frank  (Kansas) 
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Excise  tax — Jewelry,  furs,  toilet  preparations,  and  luggage  (Senators 

Morton  and  Dirksen) _  3089-3125 


Allott,  Gordon  (Colorado) 

Beall,  J.  Glenn  (Maryland) 

Bennett,  Wallace  F.  (Utah) 

Byrd,  Harry  Flood  (Virginia) 

Carlson,  Frank  (Kansas) 

Curtis,  Carl  T.  (Nebraska) 

Douglas,  Paul  H.  (Illinois) 

Fulbright,  J.  W.  (Arkansas) 

Gore,  Albert  (Tennessee) 

Hartke,  Vance  (Indiana 
Hruska,  Roman  L.  (Nebraska) 

Humphrey,  Hubert  H.  (Minnesota) 

Javits,  Jacob  K.  (New  York) 

Lausche,  Frank  J.  (Ohio) 

Long,  Russell  B.  (Louisiana) 

McCarthy,  Eugene  J.  (Minnesota) 

Magnuson,  Warren  G.  (Washington) 

Mansfield,  Mike  (Montana) 

Morse,  Wayne  (Oregon) 

Morton,  Thruston  B.  (Kentucky) 

Pastore,  John  O.  (Rhode  Island) 

Proxmire,  William  (Wisconsin) 

Simpson,  Milward  L.  (Wyoming) 

Smathers,  George  A.  (Florida) 

Excise  tax — Mechanical  pencils  and  pens  (Senators  Dirksen  and  Hicken- 

looper) -  3216-3221 

Aiken,  George  D.  (Vermont) 

Anderson,  Clinton  P.  (New  Mexico) 

Bennett,  Wallace  F.  (Utah) 

Carlson,  Frank  (Kansas) 

Hickenlooper,  Bourke  B.  (Iowa) 

Humphrey,  Hubert  H.  (Minnesota) 

Mansfield,  Mike  (Montana) 

Ribicoff,  Abraham  A.  (Connecticut) 

Scott,  Hugh  (Pennsylvania) 

Smathers,  George  A.  (Florida) 

Sparkman,  John  (Alabama) 


Excise  tax — Musical  instruments  (Senator  Hartke) _  3221-3222 

Hartke,  Vance  (Indiana) 

Smathers,  George  A.  (Florida) 

Head  of  household  (Senator  McCarthy) _  3222-3227,  3233-3248 


Anderson,  Clinton  P.  (New  Mexico) 
Carlson,  Frank  (Kansas) 

Clark,  Joseph  S.  (Pennsylvania) 
Eastland,  James  O.  (Mississippi) 
Gruening,  Ernest  (Alaska) 

Javits,  Jacob  K.  (New  York) 
Keating,  Kenneth  B.  (New  York) 
Long,  Russell  B.  (Louisiana) 
McCarthy,  Eugene  J.  (Minnesota) 
Mansfield,  Mike  (Montana) 

Miller,  Jack  R.  (Iowa) 

Morton,  Thruston  B.  (Kentucky) 
Neuberger,  Maurine  B.  (Oregon) 
Pastore,  John  O.  (Rhode  Island) 
Randolph,  Jennings  (West  Virginia) 
Robertson,  A.  Willis  (Virginia) 
Smathers,  George  A.  (Florida) 
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Percentage  depletion  rates  for  oil  and  gas  wells;  three-step  reduction  in 

(Senator  Williams  of  Delaware) _  3248-3303 

Aiken,  George  D.  (Vermont) 

Allott,  Gordon  (Colorado) 

Anderson,  Clinton  P.  (New  Mexico) 

Carlson,  Frank  (Kansas) 

Dominick,  Peter  H.  (Colorado) 

Edmondson,  J.  Howard  (Oklahoma) 

Javits,  Jacob  K.  (New  York) 

Lausche,  Frank  J.  (Ohio) 

Long,  Russell  B.  (Louisiana) 

McGee,  Gale  W.  (Wyoming) 

Mechem,  Edwin  L.  (New  Mexico) 

Miller,  Jack  R.  (Iowa) 

Monroney,  A.  S.  Mike  (Oklahoma) 

Pearson,  James  B.  (Kansas) 

Proxmire,  William  (Wisconsin) 

Randolph,  Jennings  (West  Virginia) 

Simpson,  Milward  L.  (Wyoming) 

S  tennis,  John  (Mississippi) 

Tower,  John  G.  (Texas) 

Williams,  John  J.  (Delaware) 

Young,  Stephen  M.  (Ohio) 

Excise  tax — Tickets  to  live  dramatic  or  musical  performances  (Senator 

Javits) - - -  3303-3317 

Anderson,  Clinton  P.  (New  Mexico) 

'Javits,  Jacob  K.  (New  York) 

Long,  Russell  B.  (Louisiana) 

Morton,  Thruston  B.  (Kentucky) 

Smathers,  George  A.  (Florida) 

Percentage  depletion  rates  for  oil  and  gas  wells;  reduction  in  (Senator 

Douglas) - - -  3317-3354 

Anderson,  Clinton  P.  (New  Mexico) 

Carlson,  Frank  (Kansas) 

Clark,  Joseph  S.  (Pennsylvania) 

Douglas,  Paul  H.  (Illinois) 

Edmondson,  J.  Howard  (Oklahoma) 

Gore,  Albert  (Tennessee) 

Long,  Russell  B.  (Louisiana) 

McGee,  Gale  W.  (Wyoming) 

Monroney,  A.  S.  Mike  (Oklahoma) 

Proxmire,  William  (Wisconsin) 

Randolph,  Jennings  (West  Virginia) 

Simpson,  Milward  L.  (Wyoming) 

Talmadge,  Herman  E.  (Georgia) 

Wage  continuation  payments  (Senator  McCarthy) _  3359-3361 

Humphrey,  Hubert  H.  (Minnesota) 

Keating,  Kenneth  B.  (New  York) 

McCarthy,  Eugene  J.  (Minnesota) 

Morton,  Thruston  B.  (Kentucky) 

Smathers,  George  A.  (Florida) 

Excise  tax — Purses  and  handbags  (Senator  Keating) _  3361,  3364-3367 

Allott,  Gordon  (Colorado) 

Javits,  Jacob  K.  (New  York) 

Keating,  Kenneth  B.  (New  York) 

Long,  Russell  B.  (Louisiana) 

Morton,  Thruston  B.  (Kentucky) 

Smathers,  George  A.  (Florida) 

Williams,  John  J.  (Delaware) 
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Deduction  to  lessee  of  residential  land  of  certain  real  property  tax  paid  by 

him  (Senator  Fong) _  3367-3369 

Anderson,  Clinton  P.  (New  Mexico) 

Bennett,  Wallace  F.  (Utah) 

Byrd,  Harry  Flood  (Virginia) 

Carlson,  Frank  (Kansas) 

Fong,  Hiram  L.  (Hawaii) 

Long,  Russell  B.  (Louisiana) 

Williams,  John  J.  (Delaware) 

Interest  on  indebtedness  incurred  or  continued  to  purchase  or  carry  tax- 

exempt  bonds  (Senator  Williams  of  Delaware) _  3369-3377 

Anderson,  Clinton  P.  (New  Mexico) 

Bennett,  Wallace  F.  (Utah) 

Gore,  Albert  (Tennessee) 

Lausche,  Frank  J.  (Ohio) 

Long,  Russell  B.  (Louisiana) 

McCarthy,  Eugene  J.  (Minnesota) 

Williams,  John  J.  (Delaware) 

Investment  credit;  adjustment  of  basis  under  (Senator  Proxmire)! __  3377-3382 
Aiken,  George  D.  (Vermont) 

Anderson,  Clinton  P.  (New  Mexico) 

Bennett,  Wallace  F.  (Utah) 

Carlson,  Frank  (Kansas) 

Ervin,  Sam  J.,  Jr.  (North  Carolina) 

Long,  Russell  B.  (Louisiana) 

Miller,  Jack  R.  (Iowa) 

Pastore,  John  O.  (Rhode  Island) 

Proxmire,  William  (Wisconsin) 

Smathers,  George  A.  (Florida) 

Restricted  stock  options;  termination  of  preferential  tax  treatment  (Senator 

Gore) _  3382-3410,  3420-3435,  3451-3453 

Bennett,  Wallace  F.  (Utah) 

Gore,  Albert  (Tennessee) 

Hart,  Philip  A.  (Michigan) 

Javits,  Jacob  K.  (New  York) 

Keating,  Kenneth  B.  (New  York) 

Kuchel,  Thomas  H.  (California) 

Long,  Russell  B.  (Louisiana) 

Morton,  Thruston  B.  (Kentucky) 

Pastore,  John  O.  (Rhode  Island) 

Smathers,  George  A.  (Florida) 

Deduction — Losses  of  personal  residences  seized  by  Cuba  (Senator  Williams 

of  Delaware) _  3411-3412 

Long,  Russell  B.  (Louisiana) 

Smathers,  George  A.  (Florida) 

Williams,  John  J.  (Delaware) 

Extension  of  time  for  payment  of  estate  tax  on  value  of  reversionary  or 


remainder  interest  in  property  (Senator  Smathers) _  3412-3413 

Long,  Russell  B.  (Louisiana) 

Smathers,  George  A.  (Florida) 

Williams,  John  J.  (Delaware) 

Credit  or  refund  of  self-employment  tax  (Senator  Kuchel) _  3413-3415 

Gore,  Albert  (Tennessee) 

Kuchel,  Thomas  H.  (California) 


Technical  amendments _  3411,  3415-3418,  3453,  3488 

Bennett,  Wallace  F.  (Utah) 

Carlson,  Frank  (Kansas) 

Javits,  Jacob  K.  (New  York) 

Long,  Russell  B.  (Louisiana) 

Smathers,  George  A.  (Florida) 

Williams,  John  J.  (Delaware) 
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Group  term  insurance  (Senator  Long) -  3418 

Gore,  Albert  (Tennessee) 

Long,  Russell  B.  (Louisiana) 

Smathers,  George  A.  (Florida) 

Crop  insurance  proceeds  (Senator  Williams  of  Delaware) -  3418-3420 

Long,  Russell  B.  (Louisiana) 

Miller,  Jack  R.  (Iowa) 

Williams,  John  J.  (Delaware) 

Excise  tax — Rebuilt  automotive  parts  (Senator  Dirksen) - -  3435-3438 

Carlson,  Frank  (Kansas) 

Long,  Russell  B.  (Louisiana) 

Capital  loss  carryover — Individuals  (Senator  Dirksen) -  3438-3440 

Long,  Russell  B.  (Louisiana) 

Morton,  Thruston  B.  (Kentucky) 

Smathers,  George  A.  (Florida) 

Termination  of  tax  reduction  (Senator  McClellan) _  3367,  3453—3482 


Aiken,  George  D.  (Vermont) 

Cotton,  Norris  (New  Hampshire) 

Dominick,  Peter  Ii.  (Colorado) 

Ervin,  Sam  J.,  Jr.  (North  Carolina) 

Gruening,  Ernest  (Alaska) 

Hruska,  Roman  L.  (Nebraska) 

Javits,  Jacob  K.  (New  York) 

Kuchel,  Thomas  H.  (California) 

Lausche,  Frank  J.  (Ohio) 

Long,  Russell  B.  (Louisiana) 

McClellan,  John  L.  (Arkansas) 

Mansfield,  Mike  (Montana) 

Miller,  Jack  R.  (Iowa) 

Morton,  Thruston  B.  (Kentucky) 

Mundt,  Karl  E.  (South  Dakota) 

Pastore,  John  O.  (Rhode  Island) 

Smathers,  George  A.  (Florida) 

Thurmond,  Strom  (South  Carolina) 

Williams,  John  J.  (Delaware) 

Small  business  amendments  (Senator  Sparkman) _  3482-3486 

Long,  Russell  B.  (Louisiana) 

Randolph,  Jennings  (West  Virginia) 
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i CONGRESS  f  V  l“t  O0/>0 

2dWw  H.  K.  8363 


IN  THE  SENATE  OF  THE  UNITED  STATES 

February  7, 1964 

Ordered  to  be  printed  with  the  amendments  of  the  Senate  numbered 


AN  ACT 

To  amend  the  Internal  Revenue  Code  of  1954  to  reduce  indi¬ 
vidual  and  corporate  income  taxes,  to  make  certain  struc¬ 
tural  changes  with  respect  to  the  income  tax,  and  for  other 
purposes. 

1  Be  it  enacted  by  the  Senate  and  House  of  Bepresenta- 

2  tives  of  the  United  States  of  America  in  Congress  assembled , 

3  (l)SEGTION  h  DECLARATION  B¥  GONGRESS, 

4  4t  is  the  sense  of  Congress  that  the  tax  redaction  pre- 

5  vidcd  by  this  Aet  through  stimulation  ef  the  economy,  will? 

6  after  a  brief  transitional  period?  raise  -(rather  than  lewerf 

7  revenues  and  that  sueh  revenue  increases  should  first  be 

8  used  to  eliminate  the  deficits  in  the  administrative  budgets 

n 
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2 


and  theft  te  reduce  the  pubhe  debt.-  Te  farther  the  objective 
el  ektainfag  balanced  budgets  fa  the  near  fnturey  Congress 
by  this  actfafty  recognizes  the  importaftee  el  taking  ah  reason- 
aide  incans  te  restrain  Government  spending  and  urges  hie 
President  te  declare  his  aeeerd  with  this 


(2)SE€t  2  SECTION  1.  SHORT  TITLE,  ETC. 

(a)  Short  Title. — This  Act  may  be  cited  as  the 
“Revenue  Act  of  (3)  4#C3 1964”. 

(b)  Amendment  of  1954  Code. — Except  as  otherwise 
expressly  provided,  whenever  in  this  Act  an  amendment  or 
repeal  is  expressed  in  terms  of  an  amendment  to,  or  repeal 
of,  a  section  or  other  provision,  the  reference  shall  be  con¬ 
sidered  to  be  made  to  a  section  or  other  provision  of  the 
Internal  Revenue  Code  of  1954. 

Title  I — Reduction  Of  Income  Tax  Rates 
And  Related  Amendments 

PART  I— INDIVIDUALS 
SEC.  111.  REDUCTION  OF  TAX  ON  INDIVIDUALS. 

(a)  Individuals  Other  Than  Heads  of  House¬ 


holds. — Subsection  (a)  of  section  1  (relating  to  rates  of  tax 
on  individuals  other  than  heads  of  households)  is  amended 
to  read  as  follows: 

“  (a)  Rates  of  Tax  on  Individuals.— 

“(1)  Taxable  years  beginning  in  i 9 64. —In 
the  case  of  a  taxable  year  beginning  on  or  after  January 
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1,  1964,  and  before  January  1,  1965,  there  is  hereby  im¬ 
posed  on  the  taxable  income  of  every  individual  (other 
than  a  head  of  a  household  to  whom  subsection  (b)  ap¬ 
plies)  a  tax  determined  in  accordance  with  the  follow¬ 


ing  table: 

If  the  taxable  income  is : 

Not  over  $500 _ 

Over  $500  but  not  over  $1,000 _ 

Over  $1,000  but  not  over  $1,500 _ 

Over  $1,500  but  not  over  $2,000 _ 

Over  $2,000  but  not  over  $4,000 _ 

Over  $4,000  but  not  over  $6,000 _ 

Over  $6,000  but  not  over  $8,000 _ 

Over  $8,000  but  not  over  $10,000 _ 

Over  $10,000  but  not  over  $12,000 _ 

Over  $12,000  but  not  over  $14,000 _ 

Over  $14,000  but  not  over  $16,000 _ 

Over  $16,000  but  not  over  $18,000 _ 

Over  $18,000  but  not  over  $20,000 _ 

Over  $20,000  but  not  over  $22,000 - 

Over  $22,000  but  not  over  $26,000 - 

Over  $26,000  but  not  over  $32,000 _ 

Over  $32,000  but  not  over  $38,000 - 

Over  $38,000  but  not  over  $44,000 _ 

Over  $44,000  but  not  over  $50,000 _ 

Over  $50,000  but  not  over  $60,000 - 

Over  $60,000  but  not  over  $70,000 - 

Over  $70,000  but  not  over  $80,000 - 


The  tax  is : 

16%  of  the  taxable  income. 

$80,  plus  16.5%  of  excess 
over  $500. 

$162.50,  plus  17.5%  of  excess 
over  $1,000. 

$250,  plus  18%  of  excess 
over  $1,500. 

$340,  plus  20%  of  excess 
over  $2,000. 

$740,  plus  23.5%  of  excess 
over  $4,000. 

$1,210,  plus  27%  of  excess 
over  $6,000. 

$1,750,  plus  30.5%  of  excess 
over  $8,000. 

$2,360,  plus  34%  of  excess 
over  $10,000. 

$3,040,  plus  37.5%  of  excess 
over  $12,000. 

$3,790,  plus  41%  of  excess 
over  $14,000. 

$4,610,  plus  44.5%  of  excess 
over  $16,000. 

$5,500,  plus  47.5%  of  excess 
over  $18,000. 

$6,450,  plus  50.5%  of  excess 
over  $20,000. 

$7,460,  plus  53.5%  of  excess 
over  $22,000. 

$9,600,  plus  56%  of  excess 
over  $26,000. 

$12,960,  plus  58.5%  of  excess 
over  $32,000. 

$16,470,  plus  61%  of  excess 
over  $38,000. 

$20,130,  plus  63.5%  of  excess 
over  $44,000. 

$23,940,  plus  66%  of  excess 
over  $50,000. 

$30,540,  plus  68.5%  of  excess 
over  $60,000. 

$37,390,  plus  71%  of  excess 
over  $70,000. 
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If  the  taxable  income  is:  The  tax  is: 

Over  $80,000  but  not  over  $90,000 _  $44,490,  plus  73.5%  of  excess 

over  $80,000. 


Over  $90,000  but  not  over  $100,000 — 
Over  $100,000  but  not  over  $200,000 — 
Over  $200,000 _ 


$51,840,  plus  75%  of  excess 
over  $90,000. 

$59,340,  plus  76.5%  of  excess 
over  $100,000. 

$135,840,  plus  77%  of  excess 
over  $200,000. 


“  (2)  Taxable  years  beginning  after  Decem¬ 
ber  31,  1964. — In  the  case  of  a  taxable  year  beginning 
after  December  31,  1964,  there  is  hereby  imposed  on 
the  taxable  income  of  every  individual  (other  than  a 


bead  of  a  household  to  whom  subsection  (b)  applies)  a 
tax  determined  in  accordance  with  the  following  table: 


If  the  taxable  income  is : 

Not  over  $500 _ 

Over  $500  but  not  over  $1,000 - 

Over  $1,000  but  not  over  $1,500 _ 

Over  $1,500  but  not  over  $2,000 _ 

Over  $2,000  but  not  over  $4,000 - 

Over  $4,000  but  not  over  $6,000 _ 

Over  $6,000  but  not  over  $8,000 _ 

Over  $8,000  but  not  over  $10,000 _ 

Over  $10,000  but  not  over  $12,000 _ 

Over  $12,000  but  not  over  $14,000 _ 

Over  $14,000  but  not  over  $16,000 _ 

Over  $16,000  but  not  over  $18,000 _ 

Over  $18,000  but  not  over  $20,000 _ 

Over  $20,000  but  not  over  $22,000 _ 

Over  $22,000  but  not  over  $26,000 _ 

Over  $26,000  but  not  over  $32,000 _ 

Over  $32,000  but  not  over  $38,000 _ 


The  tax  is : 

14%  of  the  taxable  income. 

$70,  plus  15%  of  excess  over 
$500. 

$145,  plus  16%  of  excess  over 
$1,000. 

$225,  plus  17%  of  excess  over 
$1,500. 

$310,  plus  19%  of  excess  over 
$2,000. 

$690,  plus  22%  of  excess  over 
$4,000. 

$1,130,  plus  25%  of  excess 
over  $6,000. 

$1,630,  plus  28%  of  excess 
over  $8,000. 

$2,190,  plus  32%  of  excess 
over  $10,000. 

$2,830,  plus  36%  of  excess 
over  $12,000. 

$3,550,  plus  39%  of  excess 
over  $14,000. 

$4,330,  plus  42%  of  excess 
over  $16,000. 

$5,170,  plus  45%  of  excess 
over  $18,000. 

$6,070,  plus  48%  of  excess 
over  $20,000. 

$7,030,  plus  50%  of  excess 
over  $22,000. 

$9,030,  plus  53%  of  excess 
over  $26,000. 

$12,210,  plus  55%  of  excess 
over  $32,000. 
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“If 


the  taxable  income  is : 


The  tax  is : 


Over  $38,000  but  not  over  $44,000 _ 

Over  $44,000  but  not  over  $50,000 _ 

Over  $50,000  but  not  over  $60,000 _ 

Over  $60,000  but  not  over  $70,000 _ 

Over  $70,000  but  not  over  $80,000 _ 

Over  $80,000  but  not  over  $90,000 _ 

Over  $90,000  but  not  over  $100, 000- 
Over  $100,000 _ 


$15,510,  plus  58%  of  excess 
over  $38,000. 

$18,990,  plus  60%  of  excess 
over  $44,000. 

$22,590,  plus  62%  of  excess 
over  $50,000. 

$28,790,  plus  64%  of  excess 
over  $60,000. 

$35,190,  plus  66%  of  excess 
over  $70,000. 

$41,790,  plus  68%  of  excess 
over  $80,000. 

$48,590,  plus  69%  of  excess 
over  $90,000. 

$55,490,  plus  70%  of  excess 
over  $100,000.” 


(b)  Heads  of  Households.— Paragraph  (1)  of  sec¬ 
tion  1  (b)  (relating  to  rates  of  tax  on  heads  of  households) 
is  amended  to  read  as  follows: 


“  ( 1 )  Bates  of  tax.— 

“  (A)  Taxable  years  beginning  in  19 64. — 
In  the  case  of  a  taxable  year  beginning  on  or  after 
January  1,  1964,  and  before  January  1,  1965, 
there  is  hereby  imposed  on  the  taxable  income  of 
every  individual  who  is  the  head  of  a  household  a 
tax  determined  in  accordance  with  the  following 
table : 


“if 


the  taxable  income  is : 

Not  over  $1,000 _ 

Over  $1,000  but  not  over  $2,000 _ 

Over  $2,000  but  not  over  $4,000 _ 

Over  $4,000  but  not  over  $6,000 _ 

Over  $6,000  but  not  over  $8,000 _ 

Over  $8,000  but  not  over  $10,000 _ 

Over  $10,000  but  not  over  $12,000 _ 


The  tax  is : 

16%  of  the  taxable  income. 

$160,  plus  17.5%  of  excess 
over  $1,000. 

$335,  plus  19%  of  excess 
over  $2,000. 

$715,  plus  22%  of  excess 
over  $4,000. 

$1,155,  plus  23%  of  excess 
over  $6,000. 

$1,615,  plus  27%  of  excess 
over  $8,000. 

$2,155,  plus  29%  of  excess 
over  $10,000. 
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“If  the  taxable  income  is : 

Over  $12,000  but  not  over  $14,000 _ 

Over  $14,000  but  not  over  $16,000 _ 

Over  $16,000  but  not  over  $18,000 _ 

Over  $18,000  but  not  over  $20,000 _ 

Over  $20,000  but  not  over  $22,000 _ 

Over  $22,000  but  not  over  $24,000 _ 

Over  $24,000  but  not  over  $26,000 _ 

Over  $26,000  but  not  over  $28,000 _ 

Over  $28,000  but  not  over  $32,000 _ 

Over  $32,000  but  not  over  $36,000 _ 

Over  $36,000  but  not  over  $38,000 _ 

Over  $38,000  but  not  over  $40,000 _ 

Over  $40,000  but  not  over  $44,000 _ 

Over  $44,000  but  not  over  $50,000 _ 

Over  $50,000  but  not  over  $52,000 _ 

Over- $52,000  but  not  over  $60,000 _ 

Over  $60,000  but  not  over  $64,000 _ 

Over  $64,000  but  not  over  $70,000 _ 

Over  $70,000  but  not  over  $76,000 _ 

Over  $76,000  but  not  over  $80,000 _ 

Over  $80,000  but  not  over  $88,000 _ 

Over  $88,000  but  not  over  $90,000 _ 

Over  $90,000  but  not  over $100,000 _ 

Over  $100,000  but  not  over  $120,000 _ 

Over  $120,000  but  not  over  $140,000.  _ 
Over  $140,000  but  not  over  $160,000. _ 

Over  $160,000  but  not  over  $180,000 _ 

Over  $180,000  but  not  over  $200,000 _ 

Over  $200,000 _ 


The  tax  is : 

$2,735,  plus  32%  of  excess 
over  $12,000. 

$3,375,  plus  34%  of  excess 
over  $14,000. 

$4,055,  plus  37.5%  of  excess 
over  $16,000. 

$4,805,  plus  39%  of  excess 
over  $18,000. 

$5,585,  plus  42.5%  of  excess 
over  $20,000. 

$6,435,  plus  43.5%  of  excess 
over  $22,000. 

$7,305,  plus  45.5%  of  excess 
over  $24,000. 

$8,215,  plus  47%  of  excess 
over  $26,000. 

$9,155,  plus  48.5%  of  excess 
over  $28,000. 

$11,095,  plus  51.5%  of  excess 
over  $32,000. 

$13,155,  plus  53%  of  excess 
over  $36,000. 

$14,215,  plus  54%  of  excess 
over  $38,000. 

$15,295,  plus  56%  of  excess 
over  $40,000. 

$17,535,  plus  58.5%  of  excess 
over  $44,000. 

$21,045,  plus  59.5%  of  excess 
over  $50,000. 

$22,235,  plus  61%  of  excess 
over  $52,000. 

$27,115,  plus  62%  of  excess 
over  $60,000. 

$29,595,  plus  63.5%  of  excess 
over  $64,000. 

$33,405,  plus  65%  of  excess 
over  $70,000. 

$37,305,  plus  66%  of  excess 
over  $76,000. 

$39,945,  plus  67%  of  excess 
over  $80,000. 

$45,305,  plus  69%  of  excess 
over  $88,000. 

$46,685,  plus  69.5%  of  excess 
over  $90,000. 

$53,635,  plus  71%  of  excess 
over  $100,000. 

$67,835,  plus  72.5%  of  excess 
over  $120,000. 

$82,335,  plus  74%  of  excess 
over  $140,000. 

$97,135,  plus  75%  of  excess 
over  $160,000. 

$112,135,  plus  75.5%  of  excess 
over  $180,000. 

$127,235,  plus  77%  of  excess 
over  $200,000. 
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“(B)  Taxable  years  beginning  after 


December  31,  19  64. — In  the  case  of  a  taxable  year 
beginning  after  December  31,  1964,  there  is  hereby 
imposed  on  the  taxable  income  of  every  individual 


who  is  the  head  of  a  household  a  tax  determined  in 
accordance  with  the  following  table: 


"If 


the  taxable  income  is : 

Not  over  $1,000 _ 

Over  $1,000  but  not  over  $2,000 _ 

Over  $2,000  but  not  over  $4,000 _ 

Over  $4,000  but  not  over  $6,000 _ 

Over  $6,000  but  not  over  $8,000 _ 

Over  $8,000  but  not  over  $10,000 _ 

Over  $10,000  but  not  over  $12,000 _ 

Over  $12,000  but  not  over  $14,000 _ 

Over  $14,000  but  not  over  $16,000 _ 

Over  $16,000  but  not  over  $18,000 _ 

Over  $18,000  but  not  over  $20,000 _ 

Over  $20,000  but  not  over  $22,000 _ 

Over  $22,000  but  not  over  $24,000 _ 

Over  $24,000  but  not  over  $26,000 _ 

Over  $26,000  but  not  over  $28,000 _ 

Over  $28,000  but  not  over  $32,000 _ 

Over  $32,000  but  not  over  $36,000 _ 

Over  $36,000  but  not  over  $38,000 _ 

Over  $38,000  but  not  over  $40,000 _ 

Over  $40,000  but  not  over  $44,000 _ 

Over  $44,000  but  not  over  $50,000 _ 

Over  $50,000  but  not  over  $52,000 _ 


The  tax  is: 

14%  of  the  taxable  income. 

$140,  plus  16%  of  excess 

over  $1,000. 

$300,  plus  18%  of  excess 

over  $2,000. 

$660,  plus  20%  of  excess 

over  $4,000. 

$1,060,  plus  22%  of  excess 
over  $6,000. 

$1,500,  plus  25%  of  excess 
over  $8,000. 

$2,000,  plus  27%  of  excess 
over  $10,000. 

$2,540,  plus  31%  of  excess 
over  $12,000. 

$3,160,  plus  32%  of  excess 
over  $14,000. 

$3,800,  plus  35%  of  excess 
over  $16,000. 

$4,500,  plus  36%  of  excess 
over  $18,000. 

$5,220,  plus  40%  of  excess 
over  $20,000. 

$6,020,  plus  41%  of  excess 
over  $22,000. 

$6,840,  plus  43%  of  excess 
over  $24,000. 

$7,700,  plus  45%  of  excess 
over  $26,000. 

$8,600,  plus  46%  of  excess 
over  $28,000. 

$10,440,  plus  48%  of  excess 
over  $32,000. 

$12,360,  plus  50%  of  excess 
over  $36,000. 

$13,360,  plus  52%  of  excess 
over  $38,000. 

$14,400,  plus  53%  of  excess 
over  $40,000. 

$16,520,  plus  55%  of  excess 
over  $44,000. 

$19,820,  plus  56%  of  excess 
over  $50,000. 
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“If  the  taxable  income  is : 

Over  $52,000  but  not  over  $64,000 - 

Over  $64,000  but  not  over  $70,000 - 

Over  $70,000  but  not  over  $76,000 - 

Over  $76,000  but  not  over  $80,000 - 

Over  $80,000  but  not  over  $88,000 - 

Over  $88,000  but  not  over  $100,000 — 
Over  $100,000  but  not  over  $120,000 — 
Over  $120,000  but  not  over  $140,000 — 
Over  $140,000  but  not  over  $160,000 — 
Over  $160,000  but  not  over  $180,000 — 
Over  $180,000 - 


The  tax  is : 

$20,940,  plus  58%  of  excess 
over  $52,000. 

$27,900,  plus  59%  of  excess 
over  $64,000. 

$31,440,  plus  61%  of  excess 
over  $70,000. 

$35,100,  plus  62%  of  excess 
over  $76,000. 

$37,580,  plus  63%  of  excess 
over  $80,000. 

$42,620,  plus  64%  of  excess 
over  $88,000. 

$50,300,  plus  66%  of  excess 
over  $100,000. 

$63,500,  plus  67%  of  excess 
over  $120,000. 

$76,900,  plus  68%  of  excess 
over  $140,000. 

$90,500,  plus  69%  of  excess 
over  $160,000. 

$104,300,  plus  70%  of  excess 
over  $180,000.” 


SEC.  112.  MINIMUM  STANDARD  DEDUCTION. 

(a)  General  Rule. — Section  141  (relating  to  standard 
deduction)  is  amended  to  read  as  follows: 

“SEC.  141.  STANDARD  DEDUCTION. 


“  (a)  Standard  Deduction. — Except  as  otherwise 
provided  in  this  section,  the  standard  deduction  referred  to 
in  this  title  is  the  larger  of  the  10-percent  standard  deduction 
or  the  minimum  standard  deduction.  The  standard  deduc¬ 
tion  shall  not  exceed  $1,000,  except  that  in  the  case  of  a 
separate  return  by  a  married  individual  the  standard  deduc¬ 
tion  shall  not  exceed  $500. 

“(b)  Ten-percent  Standard  Deduction.— The  10- 
percent  standard  deduction  is  an  amount  equal  to  10  percent 
of  the  adjusted  gross  income. 
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“(c)  Minimum  Standard  Deduction. — The  mini¬ 
mum  standard  deduction  is  an  amount  equal  to  the  sum  of — 
“  ( 1 )  $100,  multiplied  by  the  number  of  exemptions 
allowed  for  the  taxable  year  as  a  deduction  under  section 
151,  plus 

“(2)  (A)  $200,  in  the  case  of  a  joint  return  of  a 
husband  and  wife  under  section  6013, 

“(B)  $200,  in  the  case  of  a  return  of  an  individual 
who  is  not  married,  or 

“(C)  $100,  in  the  case  of  a  separate  return  by  a 
married  individual. 

“(d)  Married  Individuals  Filing  Separate  Re¬ 
turns. — Notwithstanding  subsection  (a)  — 

“(1)  The  minimum  standard  deduction  shall  not 
apply  in  the  case  of  a  separate  return  by  a  married  in¬ 
dividual  if  the  tax  of  the  other  spouse  is  determined  with 
regard  to  the  10-percent  standard  deduction. 

“(2)  A  married  individual  filing  a  separate  return 
may,  if  the  minimum  standard  deduction  is  less  than  the 
10-percent  standard  deduction,  and  if  the  minimum 
standard  deduction  of  his  spouse  is  greater  than  the 
10-percent  standard  deduction  of  such  spouse,  elect 
(under  regulations  prescribed  by  the  Secretary  or  his 
delegate)  to  have  his  tax  determined  with  regard  to 
the  minimum  standard  deduction  in  lieu  of  being  ide- 
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termined  with  regard  to  the  10-percent  standard  de¬ 
duction.’ ’ 

(b)  Amendment  of  Section  2. — The  second  sentence 
of  section  2  (a)  (relating  to  tax  in  case  of  joint  return  or  re¬ 
turn  of  surviving  spouse)  is  amended  by  striking  out  “and 
section  3”  and  inserting  in  lieu  thereof  section  3,  and  sec¬ 
tion  141”. 

(c)  Amendments  of  Section  144. — 

(1)  The  first  sentence  of  section  144(b)  (relating 
to  change  of  election  of  standard  deduction)  is  amended 
to  read  as  follows:  “Under  regulations  prescribed  by 
the  Secretary  or  his  delegate,  a  change  of  election 
with  respect  to  the  standard  deduction  for  any  taxable 
year  may  be  made  after  the  filing  of  the  return  for  such 
year.” 

(2)  Section  144  is  amended  by  adding  at  the  end 
thereof  the  following  new  subsection : 

“(c)  Change  of  Election  Defined. — For  purposes 
of  this  title,  the  term  ‘change  of  election  with  respect  to  the 
standard  deduction’  means — 

“(1)  a  change  of  an  election  to  take  (or  not  to 
take)  the  standard  deduction; 

‘‘(2)  a  change  of  an  election  to  pay  (or  not  to 
pay)  the  tax  under  section  3 ;  or 
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“(3)  a  change  of  an  election  under  section 
141(d)  (2) .” 

(d)  Conforming  Amendments. — 

(1)  Subparagraph  (A)  of  section  6212(c)  (2) 
(relating  to  cross  references)  is  amended  by  striking  out 
“to  take”  and  inserting  in  lieu  thereof  “with  respect  to 

the”. 

(2)  Paragraph  (3)  of  section  6504  (relating  to 
cross  references)  is  amended  by  striking  out  “to  take” 
and  inserting  in  lieu  thereof  “with  respect  to  the”. 

SEC.  113.  RELATED  AMENDMENTS. 

(a)  Retirement  Income  Credit. — Section  37  (a) 
(relating  to  credit  against  tax  for  retirement  income)  is 
amended  by  striking  out  “an  amount  equal  to  the  amount 
received  by  such  individual  as  retirement  income  (as  defined 
in  subsection  (c)  and  as  limited  by  subsection  (d)  ) ,  multi¬ 
plied  by  the  rate  provided  in  section  1  for  the  first  $2,000 
of  taxable  income;”  and  inserting  in  lieu  thereof  “an  amount 
(4)eq«e4  to  4-5  percent  equal  to  17  percent,  in  the  case  of 
a  taxable  year  beginning  in  1964,  or  15  percent,  in  the  case 
of  a  taxable  year  beginning  after  December  31,  1964,  of  the 
amount  received  by  such  individual  as  retirement  income 
(as  defined  in  subsection  (c)  and  as  limited  by  subsection 

(d) ) 
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(b)  Tax  on  Nonresident  Alien  Individuals. — 
Section  871  (relating  to  tax  on  nonresident  alien  individuals) 
is  amended — 

(1)  By  striking  out  “is  more  than  $15,400?  except 
that — ”  in  subsection  (b)  and  inserting  in  lieu  thereof 
“is  more  than  $19,000  in  the  case  of  a  taxable  year 
beginning  in  1964  or  more  than  $21,200  in  the  case  of 
a  taxable  year  beginning  after  1964,  except  that — 

(2)  By  striking  out  the  heading  to  subsection  (a) 
and  inserting  in  lieu  thereof  the  following: 

“  (a)  No  United  States  Business— 30  Percent 
Tax.— 5 

(3)  By  striking  out  the  heading  to  subsection  (b) 
and  inserting  in  lieu  thereof  the  following : 

“(b)  No  United  States  Business— Regular 
Tax. — 

SEC.  114.  CROSS  REFERENCES  TO  TAX  TABLES,  ETC. 

(1)  For  optional  tax  if  adjusted  gross  income  is  less 
than  $5,000,  see  section  301  of  this  Act. 

(2)  For  income  tax  collected  at  source,  see  section  302 
of  this  Act. 

PART  II— CORPORATIONS 
SEC.  121.  REDUCTION  OF  TAX  ON  CORPORATIONS. 

Section  11  (relating  to  tax  on  corporations)  is  amended 
to  read  as  follows: 
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“SEC.  11.  TAX  IMPOSED. 

“  (a)  Corporations  in  General. — A  tax  is  hereby 
imposed  for  each  taxable  year  on  the  taxable  income  of 
every  corporation.  The  tax  shall  consist  of  a  normal  tax 
computed  under  subsection  (b)  and  a  surtax  computed  under 
subsection  (c). 

“(b)  Normal  Tax. — The  normal  tax  is  equal  to  the 
following  percentage  of  the  taxable  income : 

“  ( 1 )  30  percent,  in  the  case  of  a  taxable  year 
beginning  before  January  1,  1964,  and 

“(2)  22  percent,  in  the  case  of  a  taxable  year 
beginning  after  December  31,  1963. 

“  (c)  Surtax. — The  surtax  is  equal  to  the  following 
percentage  of  the  amount  by  which  the  taxable  income 
exceeds  the  surtax  exemption  for  the  taxable  year: 

“(1)  22  percent,  in  the  case  of  a  taxable  year 
beginning  before  January  1,  1964, 

“(2)  28  percent,  in  the  case  of  a  taxable  year 
beginning  after  December  31,  1963,  and  before  Jan¬ 
uary  1,  1965,  and 

“(3)  26  percent,  in  the  case  of  a  taxable  year 
beginning  after  December  31,  1964. 

“(d)  Surtax  Exemption.— For  purposes  of  this  sub- 
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1  title,  the  surtax  exemption  for  any  taxable  year  is  $25,000 

fKrv  o  tyw  n  i  ~n  4  /I  i  n  or!  n  in  rlpr  oppti  ati  1  1  / n  f  l  ?  \  nr  1a 
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3  surtax  exemptions  in  ease  ef  certain  controlled  corporations)' 

4  ,  except  that,  with  respect  to  a  corporation  to  which  section 

5  1561  ( relating  to  surtax  exemptions  in  case  of  certain  con- 

6  trolled  corporations)  applies  for  the  taxable  year,  the  surtax 

7  exemption  for  the  taxable  year  is  the  amount  determined  under 

8  such  section. 

9  “(e)  Exceptions— Subsection  (a)  shall  not  apply  to 

10  a  corporation  subject  to  a  tax  imposed  by — 

11  “  (1)  section  594  (relating  to  mutual  savings  banks 

12  conducting  life  insurance  business) , 

13  “(2)  subebapter  L  (sec.  801  and  following,  relat- 

14  ing  to  insurance  companies), 

15  “(3)  subebapter  M  (sec.  851  and  following,  re- 

16  lating  to  regulated  investment  companies  and  real  estate 

17  investment  trusts) ,  or 

18  (4)  section  881  (a)  (relating  to  foreign  corpora- 

19  tions  not  engaged  in  business  in  United  States) .” 

20  SEC.  122.  CURRENT  TAX  PAYMENTS  BY  CORPORATIONS. 

21  (a)  Installment  Payments  of  Estimated  Income 

22  Tax  by  Corporations.— Section  6154  (relating  to  install- 

23  ment  payments  of  estimated  income  tax  by  corporations) 

24  is  amended  to  read  as  follows : 
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“SEC.  6154.  INSTALLMENT  PAYMENTS  OF  ESTIMATED  IN¬ 
COME  TAX  BY  CORPORATIONS. 

“  (a)  Amount  and  Time  for  Payment  of  Each 
Installment.— The  amount  of  estimated  tax  (as  defined 
in  section  6016(b)  )  with  respect  to  which  a  declaration  is 
required  under  section  6016  shall  be  paid  as  follows: 

“(1)  Payment  in  4  installments.— If  the 
declaration  is  filed  on  or  before  the  15th  day  of  the 
4th  month  of  the  taxable  year,  the  estimated  tax  shall 
be  paid  in  4  installments.  The  amount  and  time  for 
payment  of  each  installment  shall  be  determined  in 
accordance  with  the  following  table : 


“If  the  taxable  year  begins  in — 

The  following  percentages  of  the  estimated 
tax  shall  be  paid  on  the  15th  day  of 
the — 

4th 

month 

6th 

month 

9th 

month 

12th 

month 

1964 _ 

1 

1 

25 

25 

1965 _ 

4 

4 

25 

25 

1966 _ 

9 

9 

25 

25 

1967 _ 

14 

14 

25 

25 

1968 _ _ _ 

19 

19 

25 

25 

1969 _ 

22 

22 

25 

25 

1970  or  any  subsequent  year  _ 

25 

25 

25 

25 

“  (2)  Payment  in  3  installments.— If  the  dec¬ 
laration  is  filed  after  the  15th  day  of  the  4th  month  and 
not  after  the  15th  day  of  the  6th  month  of  the  taxable 
year,  and  is  not  required  by  section  6074(a)  to  be 
filed  on  or  before  the  15th  day  of  such  4th  month,  the 
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estimated  tax  shall  be  paid  in  3  installments.  The 


amount  and  time  for  payment  of  each  installment  shall 


be  determined  in  accordance  with  the  following  table : 


“If  the  taxable  year  begins  in — 

The  following  percentages  of  the  esti¬ 
mated  tax  shall  be  paid  on  the  15th 
day  of  the — 

6th  month 

9th  month 

12th  month 

1964 _ _ _ _ 

IX 

25K 

25% 

1965 _ _ 

5% 

26% 

26% 

1966 _ _ _ 

12 

28 

28 

1967 _ _ _ 

13% 

29% 

29% 

1968 _ 

25% 

31 % 

31% 

1969 _ _ _ 

29% 

32% 

32% 

1970  or  any  subsequent  year _ 

33K 

33K 

33% 

“(3)  Payment  in  2  installments— If  the 
declaration  of  estimated  tax  is  filed  ,  after  the  15th  day 
of  the  6th  month  and  not  after  the  15th  day  of  the  9th 


month  of  the  taxable  year,  and  is  not  required  by  section 
6074(a)  to  be  filed  on  or  before  the  15th  day  of  such 
6th  month,  the  estimated  tax  shall  be  paid  in  2  install¬ 
ments.  The  amount  and  time  for  payment  of  each 


/ 
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1  installment  shall  be  determined  in  accordance  with  the 

2  following  table: 


“If  the  taxable  year  begins  in — 

The  following  percentages  of  the 
estimated  tax  shall  be  paid  on  the 
15th  day  of  the — 

9th  month 

12th  month 

1964 _ 

26 

26 

1965 _ 

29 

29 

1966 _ 

34 

34 

1967 _ 

39 

39 

1968 _ 

44 

44 

1969 _ 

47 

47 

1970  or  any  subsequent  year.  _ 

50 

50 

3  “  (4)  Payment  in  i  installment —If  the 

4  declaration  of  estimated  tax  is  filed  after  the  15th  day 

5  of  the  9th  month  of  the  taxable  year,  and  is  not  required 

6  by  section  6074  (a)  to  be  filed  on  or  before  the  15th 

7  day  of  such  9th  month,  the  estimated  tax  shall  be  paid 

8  in  1  installment.  The  amount  and  time  for  payment  of 

9  the  installment  shall  be  determined  in  accordance  with 
10  the  following  table: 


“If  the  taxable  year  begins  in — 

The  following  percentages  of  the  esti¬ 
mated  tax  shall  be  paid  on  the  15th 
day  of  the  12th  month 

1964 _ 

( 

52 

1965 _ 

58 

1966 _ 

68 

1967.  _  _ 

78 

1968 _ _ _ _ 

88 

1969 _ _ 

94 

1970  or  anv  subsequent  year. _ _ 

100 
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“  (5)  Late  filing. — If  the  declaration  is  filed  after 
the  time  prescribed  in  section  6074(a)  (determined 
without  regard  to  any  extension  of  time  for  filing  the 
declaration  under  section  6081) ,  paragraphs  (2) ,  (3) , 
and  (4)  of  this  subsection  shall  not  apply,  and  there 
shall  be  paid  at  the  time  of  such  filing  all  installments 
of  estimated  tax  which  would  have  been  payable  on  or 
before  such  time  if  the  declaration  had  been  filed  within 
the  time  prescribed  in  section  6074  (a) ,  and  the  remain¬ 
ing  installments  shall  be  paid  at  the  times  at  which, 
and  in  the  amounts  in  which,  they  would  have  been  pay¬ 
able  if  the  declaration  had  been  so  filed. 

“(b)  Amendment  of  Declaration. — If  any  amend¬ 
ment  of  a  declaration  is  filed,  the  amount  of  each  remaining 
installment  (if  any)  shall  be  the  amount  which  would  have 
been  payable  if  the  new  estimate  had  been  made  when  the 
first  estimate  for  the  taxable  year  was  made,  increased  or  de¬ 
creased  (as  the  case  may  be) ,  by  the  amount  computed  by 
dividing— 
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“(1)  the  difference  between  (A)  the  amount  of 
estimated  tux  required  to  be  paid  before  the  date  on 
which  the  amendment  is  made,  and  (B)  the  amount  of 
estimated  tax  which  would  have  been  required  to  be  paid 
before  such  date  if  the  new  estimate  had  been  made 
when  the  first  estimate  was  made,  by 

“(2)  the  number  of  installments  remaining  to  be 
paid  on  or  after  the  date  on  which  the  amendment  is 
made. 

“(c)  Application  to  Short  Taxable  Year— The 
application  of  this  section  to  taxable  years  of  less  than  12 
months  shall  be  in  accordance  with  regulations  prescribed  by 
the  Secretary  or  his  delegate. 

“(d)  Installments  Paid  in  Advance. — At  the  elec¬ 
tion  of  the  corporation,  any  installment  of  the  estimated  tax 
may  be  paid  before  the  date  prescribed  for  its  payment.” 

(b)  Time  for  Filing  Declarations  of  Estimated 
Income  Tax  by  Corporations. — Section  6074  (relating 
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to  lime  for  filing  declarations  of  estimated  income  tax  by  cor¬ 
porations)  is  amended  to  rend  as  follows: 

“SEC.  6074.  TIME  FOR  FILING  DECLARATIONS  OF  ESTI¬ 
MATED  INCOME  TAX  BY  CORPORATIONS. 


“(a) 

repaired 

follows: 


General  Rule. — The  declaration  of  estimated  tax 
of  corporations  by  section  G01G  shall  be  filed  as 


“!f  the  requirements  of  section  G016  are 
first  met — 


before  the  1st  day  of  the  4th  month 
of  the  taxable  year _ 

after  the  last  day  of  the  3d  month  and 
before  the  1st  day  of  the  6th  month 
of  the  taxable  year _ 

after  the  last  day  of  the  5th  month 
and  before  the  1st  day  of  the  9th 
month  of  the  taxable  year _ 

after  the  last  day  of  the  8th  month 
and  before  the  1st  day  of  the  12th 
month  of  the  taxable  year _ 


The  declaration  shall  he  filed  on  or 
before — 


the  15th  day  of  the  4th  month  of 
the  taxable  year 


the  15th  day  of  the  6th  month  of 
the  taxable  year 


the  15th  day  of  the  9th  month  of 
the  taxable  year 


the  15th  day  of  the  12th  month 
of  the  taxable  year 


“  (b)  Amendment. — An  amendment  of  a  declaration 
may  be  filed  in  any  interval  between  installment  dates 
prescribed  for  the  taxable  year,  but  only  one  amendment 
may  be  filed  in  each  such  interval. 

"(c)  Short  Taxable  Year.— The  application  of  this 
section  to  taxable  years  of  less  than  12  months  shall  be  in 
accordance  with  regulations  prescribed  by  the  Secretary  or 
bis  delegate.” 
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(c)  Failure  by  Corporations  to  Pay  Estimated 
Income  Tax. — 

(1)  The  last  sentence  of  section  6655(c)  (2)  (re¬ 
lating  to  period  of  underpayment)  is  amended  to  read 
as  follows:  “For  purposes  of  this  paragraph,  a  payment 
of  estimated  tax  on  any  installment  date  shall  be  con¬ 
sidered  a  payment  of  any  previous  underpayment  only  to 
the  extent  such  payment  exceeds  the  amount  of  the  in¬ 
stallment  determined  under  subsection  (h)  (1)  for  such 
installment  date.” 

(2)  Paragraph  (3)  of  section  6655  (d)  (relating 
to  exception)  is  amended  to  read  as  follows: 

“(3)  (A)  An  amount  equal  to  70  percent  of  the 
tax  for  the  taxable  year  computed  by  placing  on  an 
annualized  basis  the  taxable  income: 

“  (i)  for  the  first  3  months  of  the  taxable  year, 
in  the  case  of  the  installment  required  to  be  paid  in 
the  4th  month, 

“(::)  for  the  first  3  months  or  for  the  first  5 
months  of  the  taxable  year,  in  the  case  of  the  in- 
stallmen t  required  to  he  paid  in  the  6th  month, 

“(iii)  for  the  first  6  months  or  for  the  first  8 
months  of  the  taxable  rear  in  the  case  of  the  install- 
ment  required  to  be  paid  in  the  9th  month,  and 
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“  (iv)  for  the  first  9  months  or  for  the  first  1  1 
months  of  the  taxable  year,  in  the  case  of  the  in¬ 
stallment  required  to  be  paid  in  the  12th  month  of 
the  taxable  year. 

“(B)  For  purposes  of  this  paragraph,  the  taxable 
income  shall  be  placed  on  an  annualized  basis  by — 

“  (i)  multiplying  by  12  the  taxable  income  re¬ 
ferred  to  in  subparagraph  (A),  and 

“  (ii)  dividing  the  resulting  amount  by  the  num¬ 
ber  of  months  in  the  taxable  year  (3,  5,  6,  8,  9,  or 
11,  as  the  case  may  be)  referred  to  in  subparagraph 

(A)." 

(d)  Technical  Amendment —Section  6016  (f)  (re¬ 
lating  to  declarations  of  estimated  income  tax  by  corpora¬ 
tions)  is  amended  to  read  as  follows: 

“(f)  Cross  Reference.— 

“For  provisions  relating  to  the  number  of  amendments 
which  may  be  filed,  see  section  6074(b).” 

SEC.  123.  RELATED  AMENDMENTS. 

(a)  Tax  on  Mutual  Insurance  Companies 
(  Other  Than  Life,  Etc.  )  — 

(1)  Subsection  (a)  of  section  821  (relating  to 
imposition  of  tax)  is  amended  to  read  as  follows: 

(a)  Imposition  of  Tax. — A  tax  is  hereby  imposed 
for  each  taxable  year  beginning  after  December  31,  1963. 
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on  the  mutual  insurance  company  taxable  income  of  every 
mutual  insurance  company  (other  than  a  life  insurance  com¬ 
pany  and  other  than  a  fire,  flood,  or  marine  insurance  com¬ 
pany  subject  to  the  tax  imposed  by  section  831).  Such 
tax  shall  consist  of — 

“(1)  Normal  tax. — A  normal  tax  of  22  percent 
of  the  mutual  insurance  company  taxable  income,  or  44 
percent  of  the  amount  by  which  such  taxable  income 
exceeds  $6,000,  whichever  is  the  lesser;  plus 

“(2)  Surtax. — A  surtax  on  the  mutual  insurance 
company  taxable  income  computed  as  provided  in  sec¬ 
tion  11  (c)  as  though  the  mutual  insurance  company 
taxable  income  were  the  taxable  income  referred  to  in 
section  11(c).” 

(2)  Paragraph  (1)  of  section  821  (c)  (relating  to 
alternative  tax  for  certain  small  companies)  is  amended 
to  read  as  follows: 

“  (1)  Imposition  of  tax. — In  the  case  of  taxable 
years  beginning  after  December  31,  1963,  there  is  here¬ 
by  imposed  for  each  taxable  year  on  the  income  of  each 
mutual  insurance  company  to  which  this  subsection 
applies  a  tax  (which  shall  be  in  lieu  of  the  tax  im¬ 
posed  by  subsection  (a))  computed  as  follows: 

“  (A)  Normal  tax. — A  normal  tax  of  22  per¬ 
cent  of  the  taxable  investment  income,  or  44  per- 
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cent  of  the  amount  by  which  such  taxable  income 
exceeds  $3,000,  whichever  is  the  lesser;  plus 

“  (B)  Surtax. — A  surtax  on  the  taxable  in¬ 
vestment  income  computed  as  provided  in  section 
11  (  c)  as  though  the  taxable  investment  income 
were  the  taxable  income  referred  to  in  section 

11(c)” 

(h )  Receipt  of  Minimum  Distributions  by  Domes¬ 
tic  Corporations. — Subsection  (b)  of  section  963  (relat¬ 
ing  to  receipt  of  minimum  distributions  by  domestic  cor¬ 
porations)  is  amended  to  read  as  follows: 

“(b)  Minimum  Distribution. — For  purposes  of  this 
section,  a  minimum  distribution  with  respect  to  the  earnings 
and  profits  for  the  taxable  year  of  any  controlled  foreign  cor¬ 
poration  or  corporations  shall,  in  the  case  of  any  United 
States  shareholder,  be  its  pro  rata  share  of  an  amount  deter¬ 
mined  in  accordance  with  whichever  of  the  following  tables 
applies  to  the  taxable  year: 

“  (1)  Taxable  years  beginning  in  19  63.— 

The  required  minimum  dis- 


“If  the  effective  foreign  tax 

tribution 

of  earnings  and 

rate  is  (percentage) — 

profits  is 

(percentage)— 

Under  10 _ _ 

90 

1 0  or  over  but  less  than  20 

86 

20  or  over  but  less  than  28 

82 

28  or  over  but  less  than  34  _ 

75 

34  or  over  but  less  than  39 

68 

39  or  over  but  less  than  42 

55 

42  or  over  but  less  than  44  __  . 

40 

44  or  over  but  less  than  46_  _ 

27 

46  or  over  but  less  than  47_  _  . 

14 

47  or  over _ _  _ _  __ 

0 
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“(2)  Taxable  YEARS  BEGINNING  IN  1964. — 


“If  the  effective  foreign  tax 
rate  is  (percentage) — 

Under  10 _ 

10  or  over  but  less  than  19 _ 

19  or  over  but  less  than  27 _ 

27  or  over  but  less  than  33 _ 

33  or  over  but  less  than  37 _ 

37  or  over  but  less  than  40 _ 

40  or  over  but  less  than  42 _ 

42  or  over  but  less  than  44 _ 

44  or  over  but  less  than  45 _ 

45  or  over _ 


The  required  minimum  dis¬ 
tribution  of  earnings  and 
profits  is  (percentage) — 


87 

83 

79 

72 

65 

53 

38 

26 

13 

0 


“  (3)  Taxable  years  beginning  after  Decem¬ 


ber  31,  1964. — 


“If  the  effective  foreign  tax 
rate  is  (percentage) — 

Under  9 _ 

9  or  over  but  less  than  18 _ 

18  or  over  but  less  than  26 _ 

26  or  over  but  less  than  32 _ 

32  or  over  but  less  than  36 _ 

36  or  over  but  less  than  39__ 
39  or  over  but  less  than  41 _ 

41  or  over  but  less  than  42 _ 

42  or  over  but  less  than  43 _ 

43  or  over _ 


The  required  minimum  dis¬ 
tribution  of  earnings  and 
profits  is  (percentage) — 


83 

79 

76 

69 


63 


51 

37 


25 

13 

0” 


(c)  Amendment  of  Section  242. — Section  242(a) 


5  (relating  to  deduction  for  partially  tax-exempt  interest)  is 

6  amended  by  adding  at  the  end  thereof  the  following  new 


7  sentence:  “No  deduction  shall  be  allowed  under  this  section 


8  for  purposes  of  any  surtax  imposed  by  this  subtitle.” 
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PART  III— EFFECTIVE  DATES 


SEC.  131.  GENERAL  RULE. 

Except  for  purposes  of  section  21  of  the  Internal  Reve¬ 
nue  Code  of  1954  (relating  to  effect  of  changes  in  rates 
during  a  taxable  year) ,  the  amendments  made  by  parts 
I  and  II  of  this  title  shall  apply  with  respect  to  taxable 
years  beginning  after  December  31,  1963. 

SEC.  132.  FISCAL  YEAR  TAXPAYERS. 


Effective  with  respect  to  taxable  years  ending  after 
December  31,  1963,  subsection  (d)  of  section  21  (relating 
to  effect  of  changes  in  rates  during  a  taxable  year)  is 
amended  to  read  as  follows: 


Changes  Made  by  Revenue 


Act  of  (6)44463 


1964.— 


“(1)  Individuals. — In  applying  subsection  (a) 
to  the  taxable  year  of  an  individual  beginning  in  1963 
and  ending  in  1964 — 

“  (A)  the  rate  of  tax  for  the  period  on  and  after 
January  1,  1964,  shall  be  applied  to  the  tax¬ 
able  income  determined  as  if  part  IV  of  subchapter 
B  (relating  to  standard  deduction  for  individuals) , 
as  amended  by  the  Revenue  Act  of  (7)4-963  1964, 
applied  to  taxable  years  ending  after  December  31. 
1963.  and 
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“(B)  section  4  (relating  to  rules  for  optional 
tax),  as  amended  by  such  Act,  shall  be  applied  to 
taxable  years  ending  after  December  31,  1963. 

In  applying  subsection  (a)  to  a  taxable  year  of  an 
individual  beginning  in  1963  and  ending  in  1964,  or 
beginning  in  1964  and  ending  in  1965,  the  change  in 
the  tax  imposed  under  section  3  shall  be  treated  as  a 
change  in  a  rate  of  tax. 

“  (2)  Corporations. — In  applying  subsection  (a) 
to  a  taxable  year  of  a  corporation  beginning  in  1963 
and  ending  in  1964,  if — 

“(A)  the  surtax  exemption  of  such  corpora¬ 
tion  for  such  taxable  year  is  less  than  $25,000  by 
reason  of  the  application  of  section  1561  (relating 
to  surtax  exemptions  in  case  of  certain  controlled 
corporations) ,  or 

“(B)  an  additional  tax  is  imposed  on  the  tax¬ 
able  income  of  such  corporation  for  such  taxable 
year  by  section  1562  (b)  (relating  to  additional  tax 
in  case  of  component  members  of  controlled  groups 
which  elect  multiple  surtax  exemptions) , 
the  change  in  the  surtax  exemption,  or  the  imposition 
of  such  additional  tax,  shall  be  treated  as  a  change  in  a 
rate  of  tax  taking  effect  on  January  1,  1964.” 


614-108 — *66 — pt.  4 
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Title  II— Structural  Changes 

SEC.  201.  DIVIDENDS  RECEIVED  BY  INDIVIDUALS. 

(a)  Reduction  of  4  Percent  Credit  to  2  Percent 
Credit  for  Calendar  Year  1964. — 

(1)  General  rule. — Section  34(a)  (relating  to 
general  rule  for  credit  for  dividends  received)  is  amended 
by  striking  out  “an  amount  equal  to  4  percent  of  the 
dividends  which  are  received  after  July  31,  1954,  from 
domestic  corporations  and  are  included  in  gross  income” 
and  inserting  in  lieu  thereof : 

“an  amount  equal  to  the  following  percentage  of  the  divi¬ 
dends  which  are  received  from  domestic  corporations  and  are 
included  in  gross  income: 

“(1)  4  percent  of  the  amount  of  such  dividends 
which  are  received  before  January  1,  1964,  and 

“(2)  2  percent  of  the  amount  of  such  dividends 
which  are  received  during  the  calendar  year  1964.” 

(2)  Limitations— Section  34(b)  (2)  (relating 
to  limitations  on  amount  of  credit)  is  amended — 

(A)  by  inserting  “,  or  beginning  after  Decem¬ 
ber  31,  1963”  after  “1955”  at  the  end  of  sub- 
paragraph  (A),  and 

(B)  by  inserting  “,  and  beginning  before  Jan¬ 
uary  1,  1964”  after  “1954”  at  the  end  of  subpara¬ 
graph  (B). 
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(b)  Repeal  of  Credit  for  Dividends  Received  by 
Individuals. — Effective  with  respect  to  dividends  received 
after  December  31,  1964,  section  34  (relating  to  dividends 
received  by  individuals)  is  hereby  repealed. 

(c)  Doubling  of  Amount  of  Partial  Exclusion 
From  Gross  Income  of  Dividends  Received  by  Individ¬ 
uals. — Section  116(a)  (relating  to  partial  exclusion  from 
gross  income  of  dividends  received  by  individuals)  is 
amended  by  striking  out  “$50”  each  place  it  appears  and 
inserting  in  lieu  thereof  “$100”. 

(d)  Conforming  Amendments. — 

(1)  The  table  of  sections  for  subpart  A  of  part  IV 
of  subchapter  A  of  chapter  1  is  amended  by  striking 
out 

“Sec.  34.  Dividends  received  b)’  individuals.” 

(2)  Section  35(b)  (1)  is  amended  by  striking  out 
“the  sum  of  the  credits  allowable  under  sections  33  and 
34”  and  inserting  in  lieu  thereof  “the  credit  allowable 
under  section  33”. 

(3)  Section  37  (a)  is  amended  by  striking  out 
“section  34  (relating  to  credit  for  dividends  received 
by  individuals) ,”. 

(4)  Section  46(a)  (3)  is  amended  by  striking  out 
subparagraph  (B),  and  by  redesignating  subparagraphs 
(C)  and  (D)  as  “(B)”  and  “(C)”,  respectively. 
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(5)  Section  584(c)  (2)  is  amended  by  striking 
out  “section  34  or”. 

(6)  (A)  Section  642  (a)  is  amended  by  striking 
out  paragraph  (3)  ; 

(B)  Section  642  (i)  is  amended  to  read  as  follows: 
“  (i)  Cross  References.— 

“(1)  For  disallowance  of  standard  deduction  in  case  of 
estates  and  trusts,  see  section  142(b)(4). 

“(2)  For  special  rule  for  determining  the  time  of  re¬ 
ceipt  of  dividends  by  a  beneficiary  under  section  652  or 
662,  see  section  116(c)(3).” 

(C)  Section  116(c)  is  amended  by  adding  at  the 
end  thereof  the  following  new  paragraph: 

“(3)  The  amount  of  dividends  properly  allocable 
to  a  beneficiary  under  section  652  or  662  shall  he  deemed 
to  have  been  received  by  the  beneficiary  ratably  on  the 
same  date  that  the  dividends  were  received  by  the 
estate  or  trust.” 

(7)  Section  702  (a)  (5)  is  amended  by  striking  out 
“a  credit  under  section  34,”  and  the  comma  after  “sec¬ 
tion  116”. 

(8)  Section  854(a)  is  amended  by  striking  out 
“section  34(a)  (relating  to  credit  for  dividends  re¬ 
ceived  by  individuals) and  the  comma  after  “section 
116  (relating  to  an  exclusion  for  dividends  received  hy 
individuals)  ”. 

(9)  Section  854  (b)  ( 1 )  is  amended  by  striking  out 


3576 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 


31 


“the  credit  under  section  34(a),”  a"d  the  comma  alter 
“section  116”. 

(10)  Section  854(b)  (2)  is  amended  by  striking 
out  “the  credit  under  section  34,”  and  the  comma  after 
“section  116”. 

(11)  Section  857(c)  is  amended  by  striking  out 
“section  34  (a)  (relating  to  credit  for  dividends  received 
by  individuals),”  and  the  comma  after  “section  116 
(relating  to  an  exclusion  for  dividends  received  by 
individuals) 

(12)  Section  871(b)  is  amended  by  striking  out 
“the  sum  of  the  credits  under  sections  34  and  35”  and 
inserting  in  lieu  thereof  “the  credit  under  section  35”. 

(13)  Section  1375(b)  is  amended  by  striking  out 
“section  34,”  and  the  comma  after  “section  37”. 

(14)  Section  6014(a)  is  amended  by  striking  out 
“34  or”. 

(e)  Effective  Dates. — The  amendments  made  by 
subsection  (a)  shall  apply  with  respect  to  taxable  years  end¬ 
ing  after  December  31,  1963.  The  amendment  made  by  sub¬ 
section  (b)  shall  apply  with  respect  to  taxable  years  ending 
after  December  31,  1964.  The  amendment  made  hy  sub¬ 
section  (c)  shall  apply  with  respect  to  taxable  years  begin¬ 
ning  after  December  31,  1963.  The  amendments  made 
by  subsection  (d)  shall  apply  with  respect  to  dividends 


3577 


1 

o 

U 

3 

4 

5 

G 

7 

8 

9 

10 

11 

12 

13 

14 

15 

l(i 

17 

18 

19 

20 

21 

22 

23 

24 

25 

2G 


32 


received  after  December  31,  1964,  in  taxable  years  ending 
after  such  date. 

(8 )S£C.  202.  LIMITATION  ON  RETIREMENT  INCOME. 

(a)  Increase  in  Limitation  in  Case  of  Certain 
Married  Couples. — Section  37  (relating  to  retirement  in¬ 
come)  is  amended  by  redesignating  subsection  (i)  as  sub¬ 
section  (j)  and  inserting  after  subsection  (h)  the  following 
new  subsection: 

“(i)  Exceptions  to  Limitation  on  Amount  of  Re¬ 
tirement  Income  in  Case  of  Certain  Joint  Re¬ 
turns. — In  the  case  of  a  joint  return  of  a  husband  and  wife 
both  of  whom  have  attained  the  age  of  65  before  the  close 
of  the  taxable  year — 

“(1)  Both  spouses  have  received  earned 
income. — If  both  spouses  are  individuals  who  have  re¬ 
ceived  earned  income  before  the  beginning  of  the  tax¬ 
able  year  (within  the  meaning  of  subsection  (b) )  and  if 
the  sum  of  the  retirement  income  and  the  amounts  de¬ 
scribed  in  paragraphs  (1)  and  (2)  of  subsection  (d) 
received  by  either  spouse  during  the  taxable  year  is  less 
than  $762,  the  $1,524  amount  referred  to  in  subsection 
(d)  shall,  with  respect  to  the  other  spouse,  be  increased 
by  an  amount  equal  to  the  amount  by  which  such  sum  is 
less  than  $762. 

(2)  One  spouse  has  not  received  earned 
income. —If  either  spouse  is  an  individual  who  has  not, 
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1  received  earned  income  before  the  beginning  of  the  taxable 

2  year  (within  the  meaning  of  subsection  (b)  ),  the  $ 1,524 

3  amount  referred  to  in  subsection  (d)  shall ,  with  respect 

4  to  the  other  spouse ,  be  increased  by  $762,  minus  the  sum 

5  of  the  amounts  described  in  paragraphs  (1)  and  (2)  of 

6  subsection  (d)  received  by  his  spouse  .” 

7  (b)  Effective  Date. — The  amendment  made  by  sub- 

8  section  (a)  shall  apply  to  taxable  years  beginning  after  De- 

9  cember  31,  1963. 

10  SEC.  (9)292  203.  REPEAL  OF  REQUIREMENT  THAT  BASIS 

11  OF  SECTION  38  PROPERTY  BE  REDUCED 

12  BY  7  PERCENT;  OTHER  PROVISIONS  RE- 

13  LATING  TO  INVESTMENT  CREDIT. 

14  (a)  Repeal  of  Requirement  that  Basis  be  Re- 

15  duced.— 

16  (l)  In  general. — Subsection  (g)  of  section  48 

17  •  (requiring  that  the  basis  of  section  38  property  be  re- 

18  duced  by  7  percent  of  the  qualified  investment)  is  here- 

19  by  repealed. 

20  (2)  Increase  in  basis  of  property  placed  in 

21  SERVICE  BEFORE  (lO)jULY  A,  1900  JANUARY  1,  196k. — 

22  (A)  The  basis  of  any  section  38  property  (as 

23  defined  in  section  48  (a)  of  the  Internal  Revenue 

24  Code  of  1954)  placed  in  service  before  (11)  July  4? 

25  ±9£g  January  1,  1964,  shall  be  increased,  under 
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regulations  prescribed  by  the  Secretary  of  the 
Treasury  or  his  delegate,  by  an  amount  equal  to 
7  percent  of  the  qualified  investment  with  respect 
to  such  property  under  section  46  (c)  of  the  In¬ 
ternal  Revenue  Code  of  1954.  If  there  has  been 
any  increase  with  respect  to  such  property  under 
section  48  (g)  (2)  of  such  Code,  the  increase  under 
the  preceding  sentence  shall  be  appropriately  re¬ 
duced  therefor. 

(B)  If  a  lessor  made  the  election  provided  by 
section  48  (d)  of  the  Internal  Revenue  Code  of  1954 
with  respect  to  property  placed  in  service  before 
(12^4ttfy  47  49#3  January  1 ,  1964 — 

(i)  subparagraph  (A)  shall  not  apply 
with  respect  to  such  property,  but 

(ii)  under  regulations  prescribed  by  the 
Secretary  of  the  Treasury  or  his  delegate,  the 
deductions  otherwise  allowable  under  section 
162  of  such  Code  to  the  lessee  for  amounts 
paid  to  the  lessor  under  the  lease  (or,  if  such 
lessee  has  purchased  such  property,  the  basis 
of  such  property)  shall  be  adjusted  in  a  manner 
consistent  with  subparagraph  (A) . 

(G)  The  adjustments  under  this  paragraph 
sbtill  be  made  as  of  the  first  day  of  the  taxpayer's 
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first  taxable  year  which  begins  after  (13)Jttne  3% 
1963  December  31,  1963. 

(3)  Conforming  amendments.— 

(A)  The  last  sentence  of  section  48(d)  (re¬ 
lating  to  certain  leased  property)  is  hereby  repealed. 

(B)  Section  181  (relating  to  deduction  for  cer¬ 
tain  unused  investment  credit)  is  hereby  repealed. 

(C)  Section  1016  (a)  (19)  (relating  to  adjust¬ 
ments  to  basis)  is  amended  to  read  as  follows: 
“(19)  to  the  extent  provided  in  section  48  (g)  and 

in  section  (14)303  203  (a)  ( 2 )  of  the  .Bevenue  A.ct  of 

(15)4-963  1964 ,  in  the  case  of  property  which  is  or  has 

♦ 

been  section  38  property  (as  defined  in  section  48  (a)  ) 

(D)  The  table  of  sections  for  part  VI  of  sub¬ 
chapter  B  of  chapter  1  is  amended  by  striking  out 
the  following: 

“Sec.  181.  Deduction  for  certain  unused  investment  credit. 

(4)  Effective  date. — Paragraphs  (1)  and  (3) 
of  this  subsection  shall  apply — 

(A)  in  the  case  of  property  placed  in  service 
after  (16)3nne  36j  -4963  December  31,  1963,  with 
respect  to.  taxable  years  ending  after  such  date,  and 

(B)  in  the  case  of  property  placed  in  service 
before  (17) July  47  1963  January  1,  1964,  with 
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respect  to  taxable  years  beginning  after  (18)Juf*e 
196-3  December  31,  1963. 

(b)  Basis  of  Certain  Leased  Property  to 
Lessee. — Paragraphs  (1)  and  (2)  of  section  48  (d)  (relat¬ 
ing  to  certain  leased  property)  are  amended  to  read  as 
follows : 

“(1)  except  as  provided  in  paragraph  (2),  the 
fair  market  value  of  such  property,  or 

“(2)  if  such  property  is  leased  by  a  corporation 
which  is  a  member  of  an  affiliated  group  (within  the 
meaning  of  section  46(a)  (5)  )  to  another  corporation 
which  is  a  member  of  the  same  affiliated  group,  the 
basis  of  such  property  to  the  lessor.” 

(c)  Treatment  of  Elevators  and  Escalators 
for  Purposes  of  the  Investment  Credit. — Section  48 
(a)  (1)  (relating  to  section  38  property)  is  amended — 

(1)  by  striking  out  the  period  at  the  end  of  sub- 
paragraph  (B)  and  inserting  in  lieu  thereof  “,  or”;  and 

(2)  by  adding  after  subparagraph  (B)  the  follow¬ 
ing  new  subparagraph : 

“(C)  elevators  and  escalators,  but  only  if — 

“  (i)  the  construction,  reconstruction,  or 
erection  of  the  elevator  or  escalator  is  completed 
by  the  taxpayer  after  June  30,  1963,  or 
“  (ii)  the  elevator  or  escalator  is  acquired 
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after  June  30,  1963,  and  the  original  use  of 
such  elevator  or  escalator  commences  with  the 
taxpayer  and  commences  after  such  date.” 

(d)  Treatment  of  Elevators  and  Escalators 
For  Purposes  of  Section  1245— Section  1245(a)  (re¬ 
lating  to  gain  from  dispositions  of  certain  depreciable  prop¬ 
erty)  is  amended — 

(1)  by  striking  out  so  much  of  paragraph  (2)  as 
precedes  the  second  sentence  thereof  and  inserting  in 
lieu  thereof  the  following : 

“(2)  Recomputed  basis— For  purposes  of  this 
section,  the  term  ‘recomputed  basis’  means — 

“(A)  with  respect  to  any  property  referred 
to  in  paragraph  (3)  (A)  or  (B),  its  adjusted 

basis  recomputed  by  adding  thereto  all  adjustments, 
attributable  to  periods  after  December  31,  1961,  or 
“(B)  with  respect  to  any  property  referred  to 
in  paragraph  (3)  (C) ,  its  adjusted  basis  recomputed 
by  adding  thereto  all  adjustments,  attributable  to 
periods  after  June  30,  1963, 

reflected  in  such  adjusted  basis  on  account  of  deductions 
(whether  in  respect  of  the  same  or  other  property) 
allowed  or  allowable  to  the  taxpayer  or  to  any  other 
person  for  depreciation,  or  for  amortization  under  section 

168.”; 
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(2)  by  striking  out  the  period  at  the  end  of  para¬ 
graph  (3)  (B)  and  inserting  in  lieu  thereof  or”; 
and 

(3)  by  adding  at  the  end  of  paragraph  (3)  the 

following  new  subparagraph:  , 

“  (C)  an  elevator  or  an  escalator.” 

(e)  Treatment  oe  Investment  Credit  by  Fed¬ 
eral  Regulatory  Agencies. — It  was  the  intent  of  the 
Congress  in  providing  an  investment  credit  under  section  38 
of  the  Internal  Revenue  Code  of  1954,  and  it  is  the  intent 
of  the  Congress  in  repealing  the  reduction  in  basis  required 
by  section  48  (g)  of  such  Code,  to  provide  an  incentive  for 
modernization  and  growth  of  private  industry  (including  that 
portion  thereof  which  is  regulated) .  Accordingly,  Congress 
does  not  intend  that  any  agency  or  instrumentality  of  the 
United  States  having  jurisdiction  with  respect  to  a  taxpayer 
shall,  without  the  consent  of  the  taxpayer,  use — 

(1)  in  the  case  of  public  utility  property  (as  de¬ 
fined  in  section  46(c)  (3)  (B)  of  the  Internal  Revenue 
Code  of  1954),  more  than  a  proportionate  part  (deter- 
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mined  with  reference  to  the  average  useful  life  of  the 
property  with  respect  to  which  the  credit  was  allowed) 
of  the  credit  against  tax  allowed  for  any  taxable  year  by 
section  38  of  such  Code,  or 

(2)  in  the  case  of  any  other  property,  any  credit 
against  tax  allowed  by  section  38  of  such  Code, 
to  reduce  such  taxpayer’s  Federal  income  taxes  for  the  pur¬ 
pose  of  establishing  the  cost  of  service  of  the  taxpayer  or  to 
accomplish  a  similar  result  by  any  other  method. 

(f)  Effective  Dates.— 

(1)  The  amendments  made  by  subsection  (b)  shall 
apply  with  respect  to  property  possession  of  which  is 
transferred  to  a  lessee  on  or  after  the  date  of  enactment 
of  this  Act. 

(2)  The  amendments  made  by  subsection  (c)  shall 
apply  with  respect  to  taxable  years  ending  after  June 
30,  1963. 

(3)  The  amendments  made  by  subsection  (d)  shall 
apply  with  respect  to  dispositions  after  December  31, 
1963,  in  taxable  years  ending  after  such  date. 
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SEC.  (19)203  204.  GROUP-TERM  LIFE  INSURANCE  PUR¬ 
CHASED  FOR  EMPLOYEES. 

(a)  Inclusion  in  Income. — 

(1)  Part  II  of  subchapter  B  of  chapter  1  (relating 
to  items  specifically  included  in  gross  income)  is 
amended  by  adding  at  the  end  thereof  the  following  new 
section : 

“SEC.  79.  GROUP-TERM  LIFE  INSURANCE  PURCHASED 
FOR  EMPLOYEES. 

“  (a)  General  Rule. — There  shall  be  included  in  the 
gross  income  of  an  employee  for  the  taxable  year  an  amount 
equal  to  the  cost  of  group-term  life  insurance  on  his  fife 
provided  for  part  or  all  of  such  year  under  a  policy  (or 
policies)  carried  directly  or  indirectly  by  his  employer  (or 
employers)  ;  but  only  to  the  extent  that  such  cost  exceeds 
the  sum  of — 

(20)“  (1)  the  eest  of  so  much  of  sueh  insurance  as 
dees  net  exeeed  $30,000  ef  pr-eteetien>  and 

u(  1)  the  cost  of  $70,000  of  such  insurance,  and 
“(2)  the  amount  (if  any)  paid  by  the  employee 
toward  the  purchase  of  such  insurance. 

“(b)  Exceptions. — Subsection  (a)  shall  not  apply 

to— 

“  ( 1 )  the  cost  of  group-term  life  insurance  on  the 
life  of  an  individual  which  is  provided  under  a  policy 
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carried  directly  or  indirectly  by  an  employer  after  such 
individual  has  terminated  his  employment  with  such 
employer  and  either  has  reached  the  retirement  age  with 

V 

respect  to  such  employer  or  is  disabled  (within  the 
meaning  of  paragraph  (3)  of  section  213(g),  deter¬ 
mined  without  regard  to  paragraph  (4)  thereof) , 

“  (2)  the  cost  of  any  portion  of  the  group-term  life 
insurance  on  the  life  of  an  employee  provided  during 
part  or  all  of  the  taxable  year  of  the  employee  under 
which — 

“(A)  the  employer  is  directly  or  indirectly 
the  beneficiary,  or 

"(B)  a  person  described  in  section  170(c)  is 
the  sole  beneficiary, 

for  the  entire  period  during  such  taxable  year  for 
which  the  employee  receives  such  insurance,  and 
“(3)  the  cost  of  any  group-term  life  insurance 
which  is  provided  under  a  contract  to  which  section 
72  (m)  (3)  applies. 

Determination  of  Cost  of  Insurance. — 
■“  (4)  Uniform  premium  tabfe  method. — Dor 
purposes  of  this  section  and  chapter  24y  the  eest  of 
group-term  life  insurance  on  the  life  of  an  employee 
provided  during  any  period  shall  he  determined  on  the 
basis  of  uniform  premiums  (computed  on  the  basis  of 
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§-yeftr  age  brockets)-  prescribed  by  regulations  by  tfee 

Secretary  er  bis  delegate? 

Policy-  oosy  method — 41  tbe  employer  so 
elects  -fat  sueb  toe  and  in  sneb  manner  os  tbe  Secretory 
er  bis  delegate  prescribes)-  with  respect  to  any  employee 
lor  any  period;  tbe  eest  el  group  -term  ble  insurance  on 
tbe  ble  ol  sneb  employee  sbed  -{in  ben  ol  being  deter¬ 
mined  under  paragraph  -fl-)-)-  be  determined  on  tbe  basis 
ol  tbe  average  premium  eost  under  tbe  poliey  lor  tbe 
ages  included  within  tbe  age  bracket  wh-ieh  would  be 
applicable  to  sueb  employee  under-  paragraph  -fl-)-?  Tbe 
preceding  sentence  shall  not  apply  lor  purposes  ol  deter  ¬ 
mining  tbe  eost  el  insurance  provided  under  a  pokey  il 
tbe  premium  on  such  poliey  is  not  computed  on  tbe 
basis  ol  tbe  cost  ol  sueb  insurance  at  tbe  ages  -for  at  tbe 
age  brackets  applicable  under  paragraph  (4) )  ol  tbe 
individuals  comprising  tbe  group? 

“-fdf  Employed  indiyiduals  ovep  aoe  C4? — 
4n  tbe  case  ol  an  employee  who  bos  attained  age  §4~,  tbe 
cost  determined  under  paragraph  -{4-)-  or  -f^  as  tbe 
case  may  be?  shall  not  exceed  the  cost  which  would  be 
determined  under  such  paragraph  with  respect  to  such 
individual  il  be  were  age  63r” 
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1  “(c)  Determination  of  Cost  of  Insurance. — For 

2  purposes  of  this  section  and  section  6052,  the  cost  of  group- 

3  term  insurance  on  the  life  of  an  employee  provided  during  any 

4  period  shall  be  determined  on  the  basis  of  uniform  premiums 

5  ( computed  on  the  basis  of  5-year  age  brackets )  prescribed  by 

6  regulations  by  the  Secretary  or  his  delegate.  In  the  case  of 

7  an  employee  who  has  attained  age  64,  the  cost  prescribed 

8  shall  not  exceed  the  cost  with  respect  to  such  individual  if  he 

9  were  age  63.” 

(2)  The  table  of  sections  for  part  II  of  subchapter 

11  B  of  chapter  1  is  amended  by  adding  at  the  end  thereof 

12  the  following : 


“Sec.  79.  Group-term  life  insurance  purchased  for  em¬ 
ployees.” 

13  (3)  Section  7701  (a)  (20)  (defining  employee) 

14  is  amended  by  striking  out  “For  the  purpose  of  apply- 

15  ing  the  provisions  of  sections  104”  and  inserting  in  lieu 

16  thereof  “For  the  purpose  of  applying  the  provisions  of 

j . , . 

17  (22)scotions  TO  ami  048  section  79  with  respect  to 

18  group-term  life  insurance  purchased  for  employees,  for 

19  the  purpose  of  applying  the  provisions  of  section  104”. 

20  (23)-fb4  Gereain  Contributions  by  -Employees 

21  eor  <4roup  Term  Imee  Insurance- — Bart  444  of  sub- 

22  chapter  B  of  chapter  4  (relating  to  additional  itemised  de- 
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duetions  for  individual)  is  amended  fey  inserting  after  section 
347  tfee  following  new  section? 

“SEC<  21&  CERTAIN  CONTRIBUTIONS  B¥  EMPLOYEES  EOR 
GROUP-TERM  LUPE  INSURANCE, 

^4n  tfee  ease  of  an  cmploj^ee  on  whose  life  group  term 
life  insurance  in  excess  of  $30^000  is  provided  for  part  or 
all  of  tfee  taxable  year  under  a  policy  -(or  policies)  carried 
directly  or  indirectly  fey  feis  employer  -for  employers)  there 
shall  fee  allowed  as  a  deduction  for  such  taxable  year  an 
amount  equal  to  tfee  excess  -{if  any)-  of — 

“-fl)  tfee  amount  paid  fey  tfee  employee  toward 
tfee  purchase  of  such  insurance  in  excess  of  $30,000, 
over 

-  (2)  tfee  cost  -{determined  in  tfee  manner  provided 
fey  paragraph  -f4)-  of  section  70-fo)  j  without  regard  to 
paragraph  -(3)-  thereof)  of  such  insurance  in  excess  of 
$30^000. 

Eor  purposes  of  this  seetion7  there  shall  not  fee  taken  into 
account  any  insurance  tfee  cost  of  which  is  excepted  from 
tfee  application  of  subsection  -(a)-  of  section  73  fey  subsection 
-(fef  thereof/  - 

(24Xef  (b)  Withholding.— Section  3401  (a)  (relat¬ 
ing  to  definition  of  wages)  is  amended  by  striking  out  the 
period  at  the  end  of  paragraph  (13)  and  inserting  in  lieu 
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thereof  “ ;  or”,  and  by  adding  at  the  end  thereof  the  follow¬ 
ing  new  paragraph: 

“  (14)  in  the  form  of  group-term  life  insurance  on 
the  life  of  an  employee(25)H^  only  to  the  extent  the 
eost  of  seek  insurance  is  net  includible  in  the  employee's 
gross  ineomc  under  seetion  79(a)  7  4or  purposes  of 
this  paragraph^  the  extent  to  which  the  eest  of  group - 
term  hfe  insurance  is  includible  in  the  employee's  gross 
income  under  section  79- (a?)  shah  he  determined  as  if 
the  employer  were  the  only  employer  paying  such 
employee  remuneration  m  the  form  of  such  insurance ; 
or”. 

(2  6)(c)  Information  Reporting. — 

(1)  Requirement. — Subpart  C  of  part  III  of 
subchapter  A  of  chapter  61  ( relating  to  information  and 
returns)  is  amended  by  adding  at  the  end  thereof  the 
following  new  section: 

“SEC.  6052.  RETURNS  REGARDING  PAYMENT  OF  WAGES 
IN  THE  FORM  OF  GROUP-TERM  LIFE  IN¬ 
SURANCE. 

“(a)  Requirement  of  Reporting. — Every  em¬ 
ployer  who  during  any  calendar  year  provides  group-term 
life  insurance  on  the  life  of  an  employee  during  part  or  all 
of  such  calendar  year  under  a  policy  ( or  policies)  carried 
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directly  or  indirectly  by  such  employer  shall  make  a  return 
» 

according  to  the  forms  or  regulations  prescribed  by  the  Sec¬ 
retary  or  his  delegate ,  setting  forth  the  cost  of  such  insur¬ 
ance  and  the  name  and  address  of  the  employee  on  whose 
life  such  insurance  is  provided ,  but  only  to  the  extent  that 
the  cost  of  such  insurance  is  includible  in  the  employee’s  gross 
income  under  section  79(a).  For  purposes  of  this  section, 
the  extent  to  which  the  cost  of  group-term  life  insurance  is 
includible  in  the  employee  s  gross  income  under  section  79 
(a)  shall  be  determined  as  if  the  employer  were  the  only 
employer  paying  such  employee  remuneration  in  the  form  of 
such  insurance. 

“(b)  Statements  To  Be  Furnished  to  Employees 
With  Respect  to  Whom  Information  Is  Furnished. — 
Every  employer  making  a  return  under  subsection  (a)  shall 
furnish  to  each  employee  whose  name  is  set  forth  in  such 
return  a  written  statement  showing  the  cost  of  the  group- 
term  life  insurance  shown  on  such  return.  The  written 
statement  required  under  the  preceding  sentence  shall  be  fur¬ 
nished  to  the  employee  on  or  before  January  31  of  the  year 
following  the  calendar  year  for  which  the  return  under  sub¬ 
section  (a)  was  made.” 

(2)  Penalties  for  failure  to  furnish  state¬ 
ments  TO  PERSONS  WITH  RESPECT  TO  WHOM  RETURNS 
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ARE  filed. — Section  6678  (relating  to  failure  to  fur¬ 
nish  certain  statements)  is  amended — 

(A)  by  striking  out  “or  6049(c)”  and  insert¬ 
ing  in  lieu  thereof  u6049 (c) ,  or  6052(b)” ;  and 

(B)  by  striking  out  “or  6049(a)(1),”  and 
inserting  in  lieu  thereof  “6049(a)(1),  or  6052 
(a),”. 

(3)  Clerical  amendment. — The  table  of  sections 
for  subpart  C  of  part  III  of  subchapter  A  of  chapter  61 
is  amended  by  adding  at  the  end  thereof  the  following: 

“Sec.  6052.  Returns  regarding  payment  of  wages  in  the  form 
of  group-term  life  insurance 

W  Cross  reference. — 

For  penalty  for  failure  to  file  information  returns  re¬ 
quired  by  section  6052(a)  of  the  Internal  Revenue  Code 
of  1954  (added  by  paragraph  (1)  of  this  subsection )y  see 
section  6652(a)(3)  of  such  Code  (as  amended  by  section 
222(b)(2)  of  this  Act). 

(d)  Effective  Dates. — The  amendments  made  by 
subsections  (a)  and  (27)-{bf  (c),  and  paragraph  (3)  of  sec¬ 
tion  6652(a)  of  the  Internal  Revenue  Code  of  1954  (as 
amended  by  section  222(b)  (2)  of  this  Act),  shall  apply  with 
respect  to  group-term  life  insurance  provided  after  Decem¬ 
ber  31,  1963,  in  taxable  years  ending  after  such  date.  The 
amendments  made  by  subsection  (28)-fe)-  (b)  shall  apply 
with  respect  to  remuneration  paid  after  December  31,  1963, 
in  the  form  of  group-term  life  insurance  provided  after  such 
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date.  (29 'yin  applying  section  79(b)  of  the  Internal  Reve¬ 
nue  Code  of  1954  (as  added  by  subsection  (a)(1)  of  this 
section)  to  a  taxable  year  beginning  before  May  1,  1964,  if 
paragraph  (2)  (B)  of  such  section  applies  with  respect  to  an 
employee  for  the  period  beginning  May  1,  1964,  and  ending 
with  the  close  of  his  first  taxable  year  ending  after  April  30, 
1964,  such  paragraph  (2)(B)  shall  be  treated  as  applying 
with  respect  to  such  employee  for  the  period  beginning  J anu- 
ary  1,  1964,  and  ending  April  30,  1964. 

(30>SE€i  204  INCLUSION  IN  GROSS  INCOME  OF  REIMs 

BURSED  MEDICAL  EXPENSES  TO  TOE 
EXTEN-T  THAT  TOE  REIMBURSEMENT 
EXCEEDS  TOE  EXPENSES 
General  RELth — 44  of  subehapter  4>  el  chap¬ 
ter  4  (relating  to  item  specifically  included  m  gross  incomc)- 
is  amended  by  adding  at  tbe  end  thereof  the  following  new 
seetion : 

-SEC.  8&  REIMBURSEMENT  OF  MEDICAL  EXPENSES  IN 
EXCESS  OF  SUCH  EXPENSES. 

^Notwithstanding  any  other  provision  of  this  subehapter, 
amounts  received  through  aeeident  or  health  insurance  for 
medical  expenses  shall  he  included  in  gross  ineome  to  the 
extent  the  aggregate  of  such  amounts  received  for  any  per¬ 
sonal  injury  or  siehnoss  exceeds  the  aggregate  amount  of  the 
medical  expenses  incurred  by  the  taxpayer  for  such 
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1  personal  injury  or  sickness?  h^r  purposes  el  this  section, 

2  tbe  term  'medical  expenses’  means  expenses  lor  medical  eare 

3  as  defined  in  section  2 1 3-fe)-,-  except  that  it  dees  not  include 

4  amounts  paid  tor  accident  or  health  insurance^* 

5  -(4)-  Clerioal  Amendment? — The  table  of  sections  for 

6  sueh  part  44  is  amended  by  adding  at  tbe  end  thereof  the 

7  following- 

“See.  80t  Reimbursement  o4  medieot  expenses  in  exeess  e# 
such  expenses^ 

8  -(e)"  Technical  Amendment? — Subsection  -(e)-  of  see- 

9  tion  405  (relating  to  tbe  definition  of  aeeident  and  health 

10  plans)-  is  amended  by  striking  out  --this  section”  and  insert- 

11  ing  in  lieu  thereof  -this  section^  seetion  80^ 

12  -(d)-  Effective  Date-: — The  amendments  made  by  this 

13  seetion  shall  apply  to  taxable  years  beginning  after  4>eccm- 

14  her  34^  196th 

15  SEC.  205.  AMOUNTS  RECEIVED  UNDER  WAGE  CONTINUA- 

16  TION  PLANS. 

17  (a)  Wage  Continuation  Plans. — The  second  sen- 

18  tence  of  section  105(d)  (relating  to  wage  continuation 

19  plans)  is  amended  to  read  as  follows:  “The  preceding  sen- 

20  tence  shall  not  apply  to  amounts  attributable  to  the  first  30 

21  calendar  days  in  such  (31)pcriod.--  period  if  such  amounts 

22  exceed  75  percent  of  the  regular  weekly  rate  of  wages  of  the 
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employee;  provided  that  if  such  amounts  are  less  than  75 
percent  of  the  regular  weekly  rate  of  wages  of  the  employee, 
the  preceding  sentence  shall  not  apply  to  amounts  attributable 
to  the  first  seven  calendar  days  in  such  period  unless  the 
employee  is  hospitalized  on  account  of  sickness  for  at  least 
one  day  during  such  period  ” 

(b)  Effective  Date. — The  amendment  made  by  sub¬ 
section  (a)  shall  apply  to  amounts  attributable  to  periods  of 
absence  commencing  after  December  31,  1963. 

SEC.  206.  EXCLUSION  FROM  GROSS  INCOME  OF  GAIN  ON 
SALE  OR  EXCHANGE  OF  RESIDENCE  OF  INDI¬ 
VIDUAL  WHO  HAS  ATTAINED  AGE  65. 

(a)  In  General. — Part  III  of  subchapter  B  of  chapter 
1  (relating  to  items  specifically  excluded  from  gross  income) 
is  amended  by  redesignating  section  121  as  section  122  and 
by  inserting  before  such  section  the  following  new  section: 
“SEC.  121.  GAIN  FROM  SALE  OR  EXCHANGE  OF  RESIDENCE 
OF  INDIVIDUAL  WHO  HAS  ATTAINED  AGE  65. 
“  (a)  General  Rule.  At  the  election  of  the  taxpayer, 
gross  income  does  not  include  gain  from  the  sale  or  exchange 
of  property  if — 

“  ( 1 )  the  taxpayer  has  attained  the  age  of  65  before 
the  date  of  such  sale  or  exchange,  and 

“  (2)  during  the  8-year  period  ending  on  the  date 
of  the  sale  or  exchange,  such  property  has  been  owned 
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and  used  by  the  taxpayer  as  his  principal  residence  for 
periods  aggregating  5  years  or  more. 

“  (b)  Limitations  — 

“(1)  Where  adjusted  sales  price  exceeds 
$20,000. — If  the  adjusted  sales  price  of  the  property 
sold  or  exchanged  exceeds  $20,000,  subsection  (a) 
shall  apply  to  that  portion  of  the  gain  which  bears  the 
same  ratio  to  the  total  amount  of  such  gain  as  $20,000 
bears  to  such  adjusted  sales  price.  For  purposes  of  the 
preceding  sentence,  the  term  ‘adjusted  sales  price’  has 
the  meaning  assigned  to  such  term  by  section  1034 
(b)  (1)  (determined  without  regard  to  subsection 
(d)  (7)  of  this  section) . 

“(2)  Application  to  only  one  sale  or  ex¬ 
change. — Subsection  (a)  shall  not  apply  to  any  sale 
or  exchange  by  the  taxpayer  if  an  election  by  the 
taxpayer  or  his  spouse  under  subsection  (a)  with 
respect  to  any  other  sale  or  exchange  is  in  effect. 

“(c)  Election. — An  election  under  subsection  (a) 
may  be  made  or  revoked  at  any  time  before  the  expiration 
of  the  period  for  making  a  claim  for  credit  or  refund  of  the 
tax  imposed  by  this  chapter  for  the  taxable  year  in  which 
the  sale  or  exchange  occurred,  and  shall  be  made  or  revoked 
in  such  manner  as  the  Secretary  or  his  delegate  shall  by 
regulations  prescribe.  In  the  case  of  a  taxpayer  who  is 
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married,  an  election  under  subsection  (a)  or  a  revocation 
thereof  may  be  made  only  if  his  spouse  joins  in  such  election 

or  revocation. 

“(d)  Special  Rules.— 

“  (i)  Property  held  jointly  by  husband  and 
wife. — For  purposes  of  this  section,  if — 

“  (A)  property  is  held  by  a  husband  and  wife 
as  joint  tenants,  tenants  by  the  entirety,  or  com¬ 
munity  property, 

“(B)  such  husband  and  wife  make  a  joint  re¬ 
turn  under  section  6013  for  the  taxable  year  of  the 
sale  or  exchange,  and 

“  (0)  one  spouse  satisfies  the  age,  holding,  and 
use  requirements  of  subsection  (a)  with  respect  to 
such  property, 

then  both  husband  and  wife  shall  be  treated  as  satisfying 
the  age,  holding,  and  use  requirements  of  subsection  (a) 
with  respect  to  such  property. 

“(2)  Property  of  deceased  spouse.— For  pur¬ 
poses  of  this  section,  in  the  case  of  an  unmarried  in¬ 
dividual  whose  spouse  is  deceased  on  the  date  of  the  sale 
or  exchange  of  property,  if — 

“(A)  the  deceased  spouse  (during  the  8-year 
period  ending  on  the  date  of  the  sale  or  exchange) 
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satisfied  the  holding  and  use  requirements  of  sub¬ 
section  (a)  (2)  with  respect  to  such  property,  and 
“  (B)  no  election  by  the  deceased  spouse  under 
subsection  (a)  is  in  effect  with  respect  to  a  prior 
sale  or  exchange, 

then  such  individual  shall  be  treated  as  satisfying  the 
holding  and  use  requirements  of  subsection  (a)  (2)  with 
respect  to  such  property. 

“(3)  Tenant-stockholder  in  cooperative 
housing  corporation. — For  purposes  of  this  section, 
if  the  taxpayer  holds  stock  as  a  tenant-stockholder  (as 
defined  in  section  216)  in  a  cooperative  housing  corpora¬ 
tion  (as  defined  in  such  section) ,  then — 

“  (A)  the  holding  requirements  of  subsection 
(a)  (2)  shall  be  applied  to  the  holding  of  such 
stock,  and 

“(B)  the  use  requirements  of  subsection  (a) 
(2)  shall  he  applied  to  the  house  or  apartment 
which  the  taxpayer  was  entitled  to  occupy  as  such 
stockholder. 

“  (4)  Involuntary  conversions. — For  purposes 
of  this  section,  the  destruction,  theft,  seizure,  requisition, 
or  condemnation  of  property  shall  be  treated  as  the  sale 
of  such  property. 


3599 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 


54 


“  (5)  Property  used  in  part  as  principal  resi¬ 
dence. — In  the  case  of  property  only  a  portion  of  which, 
during  the  8-year  period  ending  on  the  date  of  the  sale 
or  exchange,  has  been  owned  and  used  by  the  taxpayer 
as  his  principal  residence  for  periods  aggregating  5  years 
or  more,  this  section  shall  apply  with  respect  to  so  much 
of  the  gain  from  the  sale  or  exchange  of  such  property 
as  is  determined,  under  regulations  prescribed  by  the 
Secretary  or  his  delegate,  to  be  attributable  to  the  por¬ 
tion  of  the  property  so  owned  and  used  by  the  taxpayer. 

“(6)  Determination  of  marital  status.— In 
the  case  of  any  sale  or  exchange,  for  purposes  of  this 
section — 

“(A)  the  determination  of  whether  an  indi¬ 
vidual  is  married  shall  be  made  as  of  the  date  of 
the  sale  or  exchange ;  and 

“(B)  an  individual  legally  separated  from  his 
spouse  under  a  decree  of  divorce  or  of  separate 
maintenance  shall  not  be  considered  as  married. 
“(7)  Application  of  sections  1033  and 
1034.— In  applying  sections  1033  (relating  to  involun¬ 
tary  conversions)  and  1034  (relating  to  sale  or  exchange 

< 

of  residence) ,  the  amount  realized  from  the  sale  or  ex¬ 
change  of  property  shall  be  treated  as  being  the  amount 
determined  without  regard  to  this  section,  reduced  by  the 
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1  amount  of  gain  not  included  in  gross  income  pursuant 

2  to  an  election  under  this  section.” 

3  (b)  Technical  and  Clerical  Amendments.— 

4  (1)  Section  6012  (c)  (relating  to  persons  required 

5  to  make  returns  of  income)  is  amended  to  read  as 

6  follows : 

7  “(c)  Certain  Income  Earned  Abroad  or  From 

8  Sale  of  Residence.— For  purposes  of  this  section,  gross 

9  income  shall  be  computed  without  regard  to  the  exclusion 

10  provided  for  in  section  121  (relating  to  sale  of  residence  by 

11  individual  who  has  attained  age  65)  and  without  regard  to 

12  the  exclusion  provided  for  in  section  911  (relating  to  earned 

13  income  from  sources  without  the  United  States) .” 

14  (2)  The  table  of  sections  for  part  III  of  subchapter 

15  B  of  chapter  1  is  amended  by  striking  out 

“Sec.  121.  Cross  references  to  other  Acts.” 

16  and  inserting  in  lieu  thereof 

“Sec.  121.  Gain  from  sale  or  exchange  of  residence  of  indi¬ 
vidual  who  has  attained  age  65. 

“Sec.  122.  Cross  references  to  other  Acts.” 

17  (3)  Section  1033  (h)  (relating  to  involuntary  con- 

18  versions)  is  amended  by  adding  at  the  end  thereof  the 

19  following  new  paragraph : 

“(3)  For  exclusion  from  gross  income  of  certain  gain 
from  involuntary  conversion  of  residence  of  taxpayer 
who  has  attained  age  65,  see  section  121.” 
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(4)  Section  1034  (relating  to  sale  or  exchange  of 
residence)  is  amended  by  adding  at  the  end  thereof  the 
following  new  subsection : 

“(k)  Cross  Reference.— 

“For  exclusion  from  gross  income  of  certain  gain 
from  sale  or  exchange  of  residence  of  taxpayer  who  has 
attained  age  65,  see  section  121.” 

(c)  Effective  Date. — The  amendments  made  by  this 

section  shall  apply  to  dispositions  after  December  31,  1963, 

in  taxable  years  ending  after  such  date. 

SEC.  207.  DENIAL  OF  DEDUCTION  FOR  CERTAIN  STATE, 
LOCAL,  AND  FOREIGN  TAXES. 

(a)  In  General. — Subsections  (a),  (b),and  (c)  of 
section  164  (relating  to  deduction  for  taxes)  are  amended  to 
read  as  follows : 

“  (a)  General  Rule. — Except  as  otherwise  provided 
in  this  section,  the  following  taxes  shall  be  allowed  as  a  de¬ 
duction  for  the  taxable  year  within  which  paid  or  accrued: 

“(i)  State  and  local,  and  foreign,  real  property 
taxes. 

“(2)  State  and  local  personal  property  taxes. 

“(3)  State  and  local,  and  foreign,  income,  war 
profits,  and  excess  profits  taxes. 

“(4)  State  and  local  general  sales  taxes. 

(32)‘Y  5)  State  and  local  taxes  on  the  sale  of  gasoline, 
diesel  fuel,  and  other  motor  fuels. 
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“(6)  State  and  local  taxes  on  the  registration  or 
licensing  of  highway  motor  vehicles  and  on  licenses  for 
the  operation  of  highway  motor  vehicles. 

In  addition,  there  shall  be  allowed  as  a  deduction  State  and 
local,  and  foreign,  taxes  not  described  in  the  preceding  sen¬ 
tence  which  are  paid  or  accrued  within  the  taxable  year  in 
carrying  on  a  trade  or  business  or  an  activity  described  in 
section  212  (relating  to  expenses  for  production  of  income) . 

“(b)  Definitions  and  Special  Rules—  For  pur¬ 
poses  of  this  section — 

“  (1)  Personal  property  taxes— The  term 
‘personal  property  tax’  means  an  ad  valorem  tax  which 
is  imposed  on  an  annual  basis  in  respect  of  personal 
property. 

“(2)  General  sales  taxes  — 

“(A)  In  general. — The  term  ‘general  sales 
tax’  means  a  tax  imposed  at  one  rate  in  respect  of 
the  sale  at  retail  of  a  broad  range  of  classes  of  items. 

“(B)  Special  rules  for  food,  etc.— In  the 
case  of  items  of  food,  clothing,  medical  supplies,  and 
motor  vehicles — 

“  (i)  the  fact  that  the  tax  does  not  apply 
in  respect  of  some  or  all  of  such  items  shall  not 
be  taken  into  account  in  determining  whether 
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the  tax  applies  in  respect  of  a  broad  range  of 
classes  of  items,  and 

“  (ii)  the  fact  that  the  rate  of  tax  ap¬ 
plicable  in  respect  of  some  or  all  of  such  items 
is  lower  than  the  general  rate  of  tax  shall  not 
be  taken  into  account  in  determining  whether 
the  tax  is  imposed  at  one  rate. 

“(C)  Items  taxed  at  different  rates.— 
Except  in  the  case  of  a  lower  rate  of  tax  applicable 
in  respect  of  an  item  described  in  subparagraph  (B) , 
no  deduction  shall  be  allowed  under  this  section  for 
any  general  sales  tax  imposed  in  respect  of  an  item 
at  a  rate  other  than  the  general  rate  of  tax. 

“(D)  Compensating  use  taxes. — A  com¬ 
pensating  use  tax  in  respect  of  an  item  shall  be 
treated  as  a  general  sales  tax.  For  purposes  of  the 
preceding  sentence,  the  term  ‘compensating  use  tax’ 
means,  in  respect  of  any  item,  a  tax  which — 

“  (i)  is  imposed  on  the  use,  storage,  or 
consumption  of  such  item,  and 

“  (ii)  is  complementary  to  a  general  sales 
tax,  but  only  if  a  deduction  is  allowable  under 
subsection  (a)  (4)  in  respect  of  items  sold  at 
retail  in  the  taxing  jurisdiction  which  are  similar 
to  such  item. 
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1  Separately  stated  general  sales 

2  taxes. — If  tfee  amount  of  any  geooral  sales  fas  is 

3  separately  stated,  tfeeip  te  tfee  extent  that  the 

4  amount  so  stated  is  paid  fey  tfee  consumer  -fothcr- 

5  wise  than  in  connection  witfe  tfee  consumer’s  trade 

6  sr  feusiness)  to  feis  seller,  suefe  amount  sfeafe  fee 

7  treated  as  a  tax  imposed  0%  and  paid  by^  suefe 

8  consumer. 

9  “(3)  State  or  local  taxes. — A  State  or  local 

10  tax  includes  only  a  tax  imposed  by  a  State,  a  possession 

11  of  tfee  United  States,  or  a  political  subdivision  of  any  of 

12  tfee  foregoing,  or  by  the  District  of  Columbia. 

13  “  (4)  Foreign  taxes. — A  foreign  tax  includes  only 

14  a  tax  imposed  by  tfee  authority  of  a  foreign  country. 

15  (34)‘Y5J  Separately  stated  general  sales 

16  taxes  and  gasoline  taxes. — If  the  amount  of  any 

17  general  sales  tax  or  of  any  tax  on  the  sale  of  gasoline , 

18  diesel  fuel,  or  other  motor  fuel  is  separately  stated,  then , 

19  to  the  extent  that  the  amount  so  stated  is  paid  hy  the 

20  consumer  (otherwise  than  in  connection  with  the  con- 

21  sumer’s  trade  or  business)  to  his  seller,  such  amount  shall 

22  he  treated  as  a  tax  imposed  on,  and  paid  by,  such 

23  consumer . 

24  “(c)  Deduction  Denied  in  Case  of  Certain 
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1  Taxes. — No  deduction  shall  be  allowed  for  the  following 

2  taxes : 

3  “  ( l )  Taxes  assessed  against  local  benefits  of  a  kind 

4  tending  to  increase  the  value  of  the  property  assessed, 

5  but  this  paragraph  shall  not  prevent  the  deduction  of  so 

6  much  of  such  taxes  as  is  properly  allocable  to  mainte- 

7  nance  or  interest  charges. 

8  “(2)  Taxes  on  real  property,  to  the  extent  that 

9  subsection  (d)  requires  such  taxes  to  be  treated  as 

10  imposed  on  another  taxpayer.” 

11  (b)  Technical  Amendments. — 

12  (1)  The  first  sentence  of  section  164(f)  (relating 

13  to  payments  for  municipal  services  in  atomic  energy 

14  communities)  is  amended  by  inserting  State  before 

15  “real  property  taxes”. 

16  (2)  Section  164(g)  (relating  to  cross  references) 

17  is  amended  to  read  as  follows : 

18  “  (g)  Cross  Eeferences  — 

“(1)  For  provisions  disallowing  any  deduction  for  the 
payment  of  the  tax  imposed  by  subchapter  B  of  chapter  3 
(relating  to  tax-free  covenant  bonds),  see  section  1451. 

“(2)  For  provisions  disallowing  any  deduction  for  cer¬ 
tain  taxes,  see  section  275.” 

19  (3)  (A)  Part  IX  of  sub  chapter  B  of  chapter  1 

20  (relating  to  items  not  deductible)  is  amended  by  adding 

21  £tt  the  end  thereof  the  following  new  section ; 
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“SEC.  275.  CERTAIN  TAXES. 

(a)  General  Rule. — No  deduction  shall  be  allowed 
for  the  following  taxes: 

“(1)*  Federal  income  taxes,  including — 

“(A)  the  tax  imposed  by  section  3101  (re¬ 
lating  to  the  tax  on  employees  under  the  Federal 
Insurance  Contributions  Act)  ; 

“(B)  the  taxes  imposed  by  sections  3201  and 
3211  (relating  to  the  taxes  on  railroad  employees 
and  railroad  employee  representatives)  ;  and 

“(C)  the  tax  withheld  at  source  on  wages 
under  section  3402,  and  corresponding  provisions  of 
prior  revenue  laws. 

“(2)  Federal  war  profits  and  excess  profits  taxes. 
“(3)  Estate,  inheritance,  legacy,  succession,  and 
gift  taxes. 

“  (4)  Income,  war  profits,  and  excess  profits  taxes 
imposed  by  the  authority  of  any  foreign  country  or  pos¬ 
session  of  the  United  States,  if  the  taxpayer  chooses  to 
take  to  any  extent  the  benefits  of  section  901  (relating 
to  the  foreign  tax  credit) . 

“  (5)  Taxes  on  real  property,  to  the  extent  that  sec¬ 
tion  164  (d)  requires  such  taxes  to  be  treated  as  imposed 
on  another  taxpayer. 
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"(b)  Cross  Reference. — 

“For  disallowance  of  certain  other  taxes,  see  section 
164(c).” 

(B)  The  table  of  sections  for  such  part  IX  is 

amended  by  adding  at  the  end  thereof  the  following : 

“Sec.  275.  Certain  taxes.” 

(4)  Paragraph  (1)  of  section  535  (b)  (relating  to 
adjustments  to  accumulated  taxable  income)  is  amended 
by  striking  out  “section  164(b)  (6)”  and  inserting  in 
lieu  thereof  “section  275  (a)  (4) 

(5)  The  first  sentence  of  paragraph  (1)  of  section 
545(b)  (relating  to  adjustments  to  personal  holding 
company  taxable  income)  is  amended  by  striking  out 
“section  164(b)  (6)”  and  inserting  in  lieu  thereof 
“section  275  (a)  (4)  ”. 

(6)  The  first  sentence  of  paragraph  (1)  of  section 
556(b)  (relating  to  adjustments  to  foreign  personal 
holding  company  taxable  income)  is  amended  by  strik¬ 
ing  out  “section  164(b)  (6)”  and  inserting  in  lieu 
thereof  “section  275(a)  (4)”. 

(7)  Paragraph  (1)  of  section  901  (d)  (relating 
to  credit  for  taxes  imposed  by  foreign  countries)  is 
amended  by  striking  out  “section  164”  and  inserting 
in  lieu  thereof  “sections  164  and  275”. 

(8)  Section  903  (relating  to  credit  for  taxes 
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imposed  by  a  foreign  country  in  lieu  of  income,  etc., 
taxes)  is  amended  by  striking  out  ''section  164  (b)  ” 
and  inserting  in  lieu  thereof  "sections  164(a)  and  275 
(a)  ” 

(35)-fe)-  Effective  Eate. — Tbe  amendments  made  by  tbis 
seetien  sbab  apply  te  taxable  years  beginning  after  Ecccm- 
ber  347  4063t 

(c)  Effective  Date. — 

(1)  General  rule. — Except  as  provided  in  para¬ 
graph  (2),  the  amendments  made  hy  this  section  shall 
apply  to  taxable  years  beginning  after  December  31, 
1963. 

(2)  Special  taxing  districts.— Section  164 
(c)(1)  of  the  Internal  Revenue  Code  of  1954  (as 
amended  by  subsection  (a))  shall  not  prevent  the  deduc¬ 
tion  under  section  164  of  such  Code  (as  so  amended) 
of  taxes  levied  by  a  special  taxing  district  which  is  de¬ 
scribed  in  section  164(b)(5)  of  such  Code  (as  in  effect 
for  a  taxable  year  ending  on  December  31,  1963)  and 
which  was  in  existence  on  December  31,  1963,  for  the 
purpose  of  retiring  indebtedness  existing  on  such  date. 

SEC.  208.  PERSONAL  CASUALTY  AND  THEFT  LOSSES. 

(a)  Limitation  on  Amount  of  Casualty  or 
Theft  Loss  Deduction.— Section  165(c)  (3)  (relating 
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to  losses  of  property  not  connected  with  trade  or  business) 

is  amended  to  read  as  follows : 

"(3)  losses  of  property  not  connected  with  a  trade 
or  business,  if  such  losses  arise  from  fire,  storm,  ship¬ 
wreck,  or  other  casualty,  or  from  theft.  A  loss  de¬ 
scribed  in  this  paragraph  shall  be  allowed  only  to  the 
extent  that  the  amount  of  loss  to  such  individual  arising 
from  each  casualty,  or  from  each  theft,  exceeds  $100. 
For  purposes  of  the  $100  limitation  of  the  preceding 
sentence,  a  husband  and  wife  making  a  joint  return 
under  section  6013  for  the  taxable  year  in  which  the 
loss  is  allowed  as  a  deduction  shall  be  treated  as  one 
individual.  No  loss  described  in  this  paragraph  shall 
be  allowed  if,  at  the  time  of  filing  the  return,  such 
loss  has  been  claimed  for  estate  tax  purposes  in  the 
estate  tax  return.” 

0>)  Effective  Date. — The  amendment  made  by  sub¬ 
section  (a)  shall  apply  to  losses  sustained  after  December 
31,  1963,  in  taxable  years  ending  after  such  date. 

SEC.  209.  CHARITABLE,  ETC.,  CONTRIBUTIONS  AND  GIFTS. 

(a)  Certain  Organizations  Added  to  Additional 
10-Percent  Charitable  Limitation. — Section  170(b) 
(1)  (A)  (relating  to  limitation  on  amount  of  deduction  for 
charitable  contributions  by  individuals)  is  amended  by  strik- 

69-108  3792 
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1  ing  out  or  at  the  end  of  clause  (iii) ,  and  by  inserting  after 
^  clause  (iv)  the  following  new  clauses : 

“(v)  a  governmental  unit  referred  to  in 
subsection  (c)  (1),  or 

“(vi)  an  organization  referred  to  in  sub¬ 
section  (c)  (2)  which  normally  receives  a  sub¬ 
stantial  part  of  its  support  (exclusive  of  income 
received  in  the  exercise  or  performance  by  such 
organization  of  its  charitable,  educational,  or 
other  purpose  or  function  constituting  the  basis 
for  its  exemption  under  section  501  (a)  )  from  a 
governmental  unit  referred  to  in  subsection  (c) 

( 1 )  or  from  direct  or  indirect  contributions  from 
the  general  public/’. 

15  (3 6}(b)  Limitation  of  Unlimited  Charitable  Con- 

16  tribution  Deduction.— Section  170(b)(1)  (relating  to 

17  limitations  on  amount  of  deduction  for  charitable  contributions 

18  by  individuals)  is  amended  by  redesignating  subparagraph 

19  (D)  as  subparagraph  (E)  and  by  inserting  after  subpara- 
26  graph  (C )  the  following  new  subparagraph: 

21  “(D)  Application  of  subparagraph  (cj 

22  FOR  TAXABLE  YEARS  BEGINNING  AFTER  DECEM- 
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BER  31,  1963— If  the  taxable  year  begins  after  De¬ 
cember  31,  1963 — 

“( i)  subparagraph  (C )  shall  apply  only 
if  the  taxpayer  so  elects  ( at  such  time  and  in  such 
manner  as  the  Secretary  or  his  delegate  by 
regulations  prescribes),  and 

u(ii)  for  purposes  of  subparagraph  (C), 
the  amount  of  the  charitable  contributions 
for  the  taxable  year  (and  for  all  prior  tax¬ 
able  years  beginning  after  December  31, 
1963)  shall  be  determined  without  the  applica¬ 
tion  of  paragraph  (5)  and  solely  by  reference 
to  charitable  contributions  described  in  sub- 
paragraph  (A). 

If  the  taxpayer  elects  to  have  subparagraph  (C) 
apply  for  the  taxable  year,  then  for  such  taxable 
year  subsection  (a)  shall  apply  only  with  respect 
to  charitable  contributions  described  in  subpara¬ 
graph  (A),  and  no  amount  of  charitable  contribu¬ 
tions  made  in  the  taxable  year  or  any  prior  taxable 
year  may  be  treated  under  paragraph  (5)  as  hav¬ 
ing  been  made  in  the  taxable  year  or  in  any  suc¬ 
ceeding  taxable  year” 
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(3 7) (c)  5-Year  Carryover  of  Certain  Charitable 
Contributions  Made  by  Individuals . — 

(1)  In  general.— Section  170(b)  (relating  to 
limitations  on  amount  of  deduction  for  charitable  con¬ 
tributions)  is  amended  by  adding  at  the  end  thereof  the 
following  new  paragraph: 

“(5)  Carryover  of  certain  excess  contri¬ 
butions  BY  INDIVIDUALS.— 

“(A)  In  the  case  of  an  individual,  if  the  amount 
of  charitable  contributions  described  in  paragraph 
(1)  (A)  payment  of  which  is  made  within  a  taxable 
year  ( hereinafter  in  this  paragraph  referred  to  as 
the  contribution  year )  beginning  after  December 
31,  1963,  exceeds  30  percent  of  the  taxpayer's 
adjusted  gross  income  for  such  year  (computed 
without  regard  to  any  net  operating  loss  carryback  to 
such  year  under  section  172),  such  excess  shall  be 
treated  as  a  charitable  contribution  described  in  para¬ 
graph  (1)  (A)  paid  in  each  of  the  5  succeeding  tax¬ 
able  years  in  order  of  time,  but,  with  respect  to  any 
such  succeeding  taxable  year,  only  to  the  extent  of 
the  lesser  of  the  two  following  amounts: 

“(i)  the  amount  by  which  30  percent  of 
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the  taxpayer  s  adjusted  gross  income  for  such 
succeeding  taxable  year  (computed  without  re¬ 
gard  to  any  net  operating  loss  carryback  to 
such  succeeding  taxable  year  under  section  172) 
exceeds  the  sum  of  the  charitable  contributions 
described  in  paragraph  (1)  (A)  payment  of 
which  is  made  by  the  taxpayer  within  such  suc¬ 
ceeding  taxable  year  (determined  without  regard 
to  this  subparagraph)  and  the  charitable  contri¬ 
butions  described  in  paragraph  (1)(A)  pay¬ 
ment  of  which  w as  made  in  taxable  years  (be¬ 
ginning  after  December  31,  1963)  before  the 
contribution  year  which  are  treated  under  this 
subparagraph  as  having  been  paid  in  such  suc¬ 
ceeding  taxable  year;  or 

“(ii)  in  the  case  of  the  first  succeeding  tax¬ 
able  year,  the  amount  of  such  excess,  and  in  the 
case  of  the  second,  third,  fourth,  or  fifth  succeed¬ 
ing  taxable  year,  the  portion  of  such  excess  not 
treated  under  this  subparagraph  as  a  charitable 
contribution  described  in  paragraph  (1)(A) 
paid  in  any  taxable  year  intervening  between  the 
contribution  year  and  such  succeeding  taxable 
year. 

“(B)  In  applying  subparagraph  (A),  the 
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excess  determined  under  subparagraph  (A)  for  the 
contribution  year  shall  be  reduced  to  the  extent  that 
such  excess  reduces  taxable  income  ( as  computed  for 
purposes  of  the  second  sentence  of  section  172(b) 
(2) )  and  increases  the  net  operating  loss  deduction 
for  a  taxable  year  succeeding  the  contribution  year.” 
(2)  Technical  amendments.— Sections  545 
(b)  (2)  ( relating  to  deductions  for  charitable  contribu¬ 
tions  by  personal  holding  companies)  and  556(b)(2) 
( relating  to  deductions  for  charitable  contributions  by 
foreign  personal  holding  companies)  are  each  amended 
by  striking  out  “section  170(b)(2) ”  and  inserting  in 
lieu  thereof  “section  170(b)  (2)  and  (5)”. 

(38X&)-  (d)  5-Year  Carryover  of  Certain  Charitable 
Contributions  Made  by  Corporations. — 

(1)  In  general.— Section  170(b)  (2)  (relating 
to  limitation  on  amount  of  deduction  for  charitable  con¬ 
tributions  by  corporations)  is  amended  by  striking  out 
the  sentence  following  subparagraph  (D)  and  inserting 
in  lieu  thereof  the  following: 

“Any  contribution  made  by  a  corporation  in  a  taxable 
year  (hereinafter  in  this  sentence  referred  to  as  the 
‘contribution  year’)  in  excess  of  the  amoimt  deductible 
for  such  year  under  the  preceding  sentence  shall  be 
deductible  for  each  of  the  5  succeeding  taxable  years 
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1  in  order  of  time,  but  only  to  the  extent  of  the  lesser  of 

2  the  two  following  amounts:  (i)  the  excess  of  the  maxi- 

3  mum  amount  deductible  for  such  succeeding  taxable  year 

4  under  the  preceding  sentence  over  the  sum  of  the  con- 

5  tributions  made  in  such  year  plus  the  aggregate  of  the 

6  excess  contributions  which  were  made  in  taxable  years 

7  before  the  contribution  year  and  which  are  deductible  un- 

8  der  this  sentence  for  such  succeeding  taxable  year;  or 

9  (ii)  in  the  case  of  the  first  succeeding  taxable  year,  the 

10  amount  of  such  excess  contribution,  and  in  the  case  of 

11  the  second,  third,  fourth,  or  fifth  succeeding  taxable 

12  (39>ycars7  year,  the  portion  of  such  excess  contribution 

13  not  deductible  under  this  sentence  for  any  taxable  year 

14  intervenng  between  the  contribution  year  and  such 

15  succeeding  taxable  year/’ 

16  (2)  Carryovers  in  certain  corporate  acqtjt- 

17  sitions. — Paragraph  (19)  of  section  381  (c)  (relating 

18  to  items  of  distributor  or  transferor  corporation)  is 

19  amended  to  read  as  follows: 

20  “(19)  Charitable  contributions  in  excess 

21  of  prior  years*  limitations. — Contributions  made 

22  in  the  taxable  year  ending  on  the  date  of  distribution  or 

23  transfer  and  the  4  prior  taxable  years  by  the  distributor 

24  or  transferor  corporation  in  excess  of  the  amount  de- 

25  ductible  under  section  170(b)  (2)  for  such  taxable 


3616 


71 


1 

2 

3 

4 

5 

6 

7 

8 
9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 
21 
22 

23 

24 

25 


years  shall  be  deductible  by  the  acquiring  corporation 
for  its  taxable  years  which  begin  after  the  date  of  dis¬ 
tribution  or  transfer,  subject  to  the  limitations  imposed 
in  section  170(b)  (2).  In  applying  the  preceding 
sentence,  each  taxable  year  of  the  distributor  or  trans¬ 
feror  corporation  beginning  on  or  before  the  date  of 
distribution  or  transfer  shall  be  treated  as  a  prior  taxable 
year  with  reference  to  the  acquiring  corporation’s  tax¬ 
able  years  beginning  after  such  date.” 

(40>{e)-  (e)  Future  Interests  in  Tangible  Personal 
Property.— Section  170  (relating  to  charitable,  etc.,  con¬ 
tributions  and  gifts)  is  amended  by  redesignating  subsections 
(f)  and  (g)  as  subsections  (g)  and  (b) ,  respectively,  and 
by  inserting  after  subsection  (e)  the  following  new  sub¬ 
section  : 

“(f)  Future  Interests  in  Tangible  Personal 
Property. — For  purposes  of  this  section,  payment  of  a 
charitable  contribution  which  consists  of  a  future  interest  in 
tangible  personal  property  shall  be  treated  as  made  only 
when  all  intervening  interests  in,  and  rights  to  the  actual 
possession  or  enjoyment  of,  the  property  have  expired  or  are 
held  by  persons  other  than  the  taxpayer  or  those  standing 
in  a  relationship  to  the  taxpayer  described  in  section  267 
(b) .  For  purposes  of  the  preceding  sentence,  a  fixture 
which  is  intended  to  be  severed  from  the  real  property  shall 
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1  be  treated  as  tangible  personal  (41)property?  This  subscc- 

2  tion  shah  net  apply  to  any  charitable  contribution  where— 

3  “  (!-)■  the  sole  intervening  interest  or  right  is  a  nen- 

4  transferable  life  interest  reserved  by  tbe  donor^  er 

5  “-££)-  4^  the  ease  of  a  joint  gift  by  husband  and 

6  wife^  tbe  sole  intervening  interest  or  right  is  a  non- 

7  transferable  life  interest  reserved  by  tbe  donors  whieh 

8  expires  not  later  than  tbe  death  of  whichever  of  sueh 

9  donors  dies  later? 

10  For  purposes  of  tbe  preceding  sentence,'  a  right  to  make  an 

11  Qftfjjey  transfer  of  tbe  reserved  life  interest  to  tbe  donee  of 

12  £lie  future  interest  shall  not  be  treated  as  making  a  life  inter 

13  est  transferable.-  property.” 

14  (42)-(4f  Effective  Date& — Tbe  amendments  made  by 

15  subsections  -(a)-  and  -(b)-  shad  apply  with  respeet  to  eon- 
lb  tributions  which  are  paid  -for  treated  as  paid  under  section 
17  170  (a)  (2)-  of  tbe  Internal  Revenue  Gode  of  1 954-)-  in  tax- 
13  able  years  beginning  after  December  347  1963.  Tbe  amend- 

19  ments  made  by  subseetion  -(e)-  shad  apply  to  transfers  of 

20  future  interests  made  after  Deeembor  34}  1963;  in  taxable 

21  years  ending  after  sued  date? 

22  (f)  Effective  Dates.— 

23  (1 )  The  amendments  made  hy  subsections  (a), 

24  (b),  and  (c),  shall  apply  with  respect  to  contribu- 
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tions  which  are  paid  in  taxable  years  beginning  after 
December  31,  1963. 

(2)  The  amendments  made  by  subsection  (d)  shall 
apply  to  taxable  years  beginning  after  December  31, 
1963,  with  respect  to  contributions  which  are  paid 
(or  treated  as  paid  under  section  170(a)(2)  of 
the  Internal  Revenue  Code  of  195d)  in  taxable  years 
beginning  after  December  31,  1961. 

(3)  The  amendments  made  by  subsection  (e)  shall 
apply  to  transfers  of  future  interests  made  after  Decem¬ 
ber  31,  1963,  in  taxable  years  ending  after  such  date. 

(43)S£C.  210.  LOSSES  ARISING  FROM  EXPROPRIATION  OF 

PROPERTY  BY  GOVERNMENTS  OF  FOR¬ 
EIGN  COUNTRIES. 

(a)  Net  Operating  Loss  Carryover.— Section 
172  (relating  to  net  operating  loss  deduction)  is  amended — 

(1)  by  striking  out  “Except  as  provided  in  clause 
(H)”  in  subsection  (b)  (1)  (A)  (i)  and  inserting  in  lieu 
thereof  “Except  as  provided  in  clause  (ii)  and  in  sub- 
paragraph  (D)”; 

(2)  by  striking  out  “Except  as  provided  in  sub- 
paragraph  ( C)' ’  in  subsection  (b)(1)(B)  and  insert¬ 
ing  in  lieu  thereof  “ Except  as  provided  in  subparagraphs 
(C)  and  (D)”; 
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(3)  by  adding  at  the  end  of  subsection  (b)(1)  the 

following  new  subparagraph: 

“(D)  In  the  case  of  a  taxpayer  which  has  a 
foreign  expropriation  loss  ( as  defined  in  subsection 
(k))  for  any  taxable  year  ending  after  December 
31,  1958,  the  portion  of  the  net  operating  loss  for 
such  year  attributable  to  such  foreign  expropriation 
loss  shall  not  be  a  net  operating  loss  carryback  to 
any  taxable  year  preceding  the  taxable  year  of  such 
loss  and  shall  be  a  net  operating  loss  carryover  to 
each  of  the  10  taxable  years  following  the  taxable 
year  of  such  loss.” ; 

(4)  by  adding  at  the  end,  of  subsection  (b)(3)  the 
following  new  subparagraphs : 

“(C)  Paragraph  (1)  (D )  shall  apply  only  if — 
“(i)  the  foreign  expropriation  loss  (as  de¬ 
fined  in  subsection  (k) )  for  the  taxable  year 
equals  or  exceeds  50  percent  of  the  net  operating 
loss  for  the  taxable  year , 

“(ii)  in  the  case  of  a  foreign  expropriation 
loss  for  a  taxable  year  ending  after  December 
31,  1963,  the  taxpayer  elects  (at  such  time  and 
in  such  manner  as  the  Secretary  or  his  delegate 
by  regulations  prescribes)  to  have  paragraph 
(1)  (D)  apply,  and 
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‘  ( Hi)  in  the  case  of  a  foreign  expropriation 
loss  for  a  taxable  year  ending  after  December 
31,  1958,  and  before  January  1,  1964,  the  tax¬ 
payer  elects  (in  such  manner  as  may  be  pre¬ 
scribed  by  the  Secretary  or  his  delegate)  on  or 
before  December  31,  1965,  to  have  paragraph 
(1)  (D)  apply . 

“(D)  If  a  taxpayer  makes  an  election  under 
subparagraph  (C)(iii),  then  (notwithstanding  any 
law  or  rule  of  law),  with  respect  to  any  taxable 
year  ending  before  January  1 ,  1964,  affected  by  the 
election — 

( i)  the  time  for  making  or  changing  any 
choice  or  election  under  subpart  A  of  part  III  of 
subchapter  N  (relating  to  foreign  tax  credit) 
shall  not  expire  before  January  1,  1966, 

“(ii)  any  deficiency  attributable  to  the  elec¬ 
tion  under  subparagraph  (C)  (Hi)  or  to  the  ap¬ 
plication  of  clause  (i)  of  this  subparagraph  may 
be  assessed  at  any  time  before  January  1,  1969, 
and 

“(Hi)  refund  or  credit  of  any  overpayment 
attributable  to  the  election  under  subparagraph 
(C)(iii)  or  to  the  application  of  clause  (i)  of 
this  subparagraph  may  be  made  or  allowed  if 
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claim  therefor  is  filed  before  January  1, 
1969 

(5)  by  redesignating  subsection  (k)  as  (l),  and  by 
inserting  after  subsection  (j)  the  following  new  sub¬ 
section  : 

“(k)  Foreign  Expropriation  Loss  Defined. — 

For  purposes  of  subsection  (b) — 

“(1)  The  term  ‘ foreign  expropriation  loss’  means , 
for  any  taxable  year ,  the  sum  of  the  losses  sustained  by 
reason  of  the  expropriation ,  intervention,  seizure,  or 
similar  taking  of  property  by  the  government  of  any 
foreign  country,  any  political  subdivision  thereof,  or  any 
agency  or  instrumentality  of  the  foregoing.  For  pur¬ 
poses  of  the  preceding  sentence,  a  debt  whioh  becomes 
worthless  shall,  to  the  extent  of  any  deduction  allowed 
under  section  166(a),  be  treated  as  a  loss. 

“(2)  The  portion  of  the  net  operating  loss  for  any 
taxable  year  attributable,  to  a  foreign  expropriation  loss 
is  the  amount  of  the  foreign  expropriation  loss  for  such 
year  (but  not  in  excess  of  the  net  operating  loss  for  such 
year).” 

(b)  Technical  Amendments. — Section  172(b)(2) 
is  amended — 
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(1)  by  striking  out  subparagraph  (B)  and  insert¬ 
ing  in  lieu  thereof  the  following: 

“(B)  by  determining  the  amount  of  the  net 
operating  loss  deduction— 

“(i)  without  regard  to  the  net  operating 
loss  for  the  loss  year  or  for  any  taxable  year 
thereafter,  and 

“(ii)  without  regard  to  that  portion,  if  any, 
of  a  net  operating  loss  for  a  taxable  year  at¬ 
tributable  to  a  foreign  expropriation  loss,  if 
such  portion  may  not,  under  paragraph  (1) 
(D),  be  carried  back  to  such  prior  taxable 
year”;  and 

(2)  by  adding  at  the  end  thereof  the  following  new 
sentence:  “For  purposes  of  this  paragraph,  if  a  portion  of 
the  net  operating  loss  for  the  loss  year  is  attributable  to  a 
foreign  expropriation  loss  to  which  paragraph  (1)(D) 
applies,  such  portion  shall  be  considered  to  be  a  separate 
net  operating  loss  for  such  year  to  be  applied  after  the 
other  portion  of  such  net  operating  loss” 

(c)  Effective  Date. — The  amendments  made  by  this 
section  shall  apply  in  respect  of  foreign  expropriation  losses 
(as  defined  in  section  172  (k)  of  the  Internal  Revenue  Code 
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of  1954 ,  as  amended  by  subsection  (a)(5)  of  this  section) , 
sustained  in  taxable  years  ending  after  December  31,  1958. 

SEC.  (44)310  211.  ONE-PERCENT  LIMITATION  ON  MEDI¬ 
CINE  AND  DRUGS. 

(a)  General  Rule. — Subsection  (b)  of  section  213 
(relating  to  medical,  dental,  etc.,  expenses)  is  amended  by 
adding  at  the  end  thereof  the  following  new  sentence:  “The 
preceding  sentence  shall  not  apply  to  amounts  paid  for  the 
care  of — 

“  (1)  the  taxpayer  and  his  spouse,  if  either  of  them 
has  attained  the  age  of  65  before  the  close  of  the  taxa¬ 
ble  year,  or 

“(2)  any  dependent  described  in  subsection  (a) 

(1)  (A).” 

(b)  Effective  Date. — The  amendment  made  by  sub¬ 
section  (a)  shall  apply  to  taxable  years  beginning  after 
December  31,  1963. 

SEC.  (45)344  212.  CARE  OF  DEPENDENTS. 

(a)  Child  Care  Allowance— Section  214  (relating 
to  expenses  for  care  of  certain  dependents)  is  amended  to 
read  as  follows: 

“SEC.  214.  EXPENSES  FOR  CARE  OF  CERTAIN  DEPENDENTS. 

“(a)  General  Rule.— There  shall  be  allowed  as  a 
deduction  expenses  paid  during  the  taxable  year  by  a  tax¬ 
payer  who  is  a  woman  or  widower,  or  is  a  husband  whose 
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wife  is  incapacitated  or  is  institutionalized,  for  the  care  of  one 
or  more  dependents  (as  defined  in  subsection  (d)  (1)  ) ,  but 
only  if  such  care  is  for  the  purpose  of  enabling  the  taxpayer 
to  be  gainfully  employed. 

“  (b)  Limitations.— 

“  (1)  Dollar  limit.— 

“(A)  Except  as  provided  in  subparagraph 
(B),  the  deduction  under  subsection  (a)  shall  not 
exceed  $600  for  any  taxable  year. 

(46)“  (B)  $600  limit  of  subparagraph  -(A)- 

shafl  be  inereased  -(to  an  amount  not  above  $966)- 
by  the  amount  of  expenses  incurred  by  the  taxpayer 
for  any  period  during  which — 

^i)-  the  taxpayer  had  0  or  more  depend- 
entsy  and 

~(~ii)-  paragraph  -(2)-  does  not  apply. 

“(B)  The  $ 600  limit  of  subparagraph  (A) — 
“(i)  shall  be  increased  (to  an  amount  not 
above  $900 )  by  the  amount  of  expenses  incurred 
by  the  taxpayer  for  any  period  during  which 
the  taxpayer  had  2  dependents ,  and 

“(ii)  shall  be  increased  (to  an  amount  not 
above  $1,000)  by  the  amount  of  expenses  in¬ 
curred  by  the  taxpayer  for  any  period  during 
which  the  taxpayer  had  3  or  more  dependents . 


3625 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 


80 


(47)“  ( 2 )  W oitKreo  wives? — In  the  ease  of  a  woman 
who  is  married,  the  deduction  under  sabsoetion  -fa r) — 
“-(A)-  shah  net  he  allowed  unless  she  hies  a 
joint  return  with  her  husband  for  the  taxable  year? 

Arwt 

LLLLvi 

-(B)-  shah  be  redueed  by  the  amount  -fif  any)- 
fey  which  the  adjusted  gross  income  of  the  taxpayer 
and  her  spouse  exceeds  $4,500? 

This  paragraph  shah  not  apply  to  expenses  incurred 
while  the  taxpayer^  husband  is  ineapable  of  self  -support 
because  mentally  or  physieahy  defective? 

“-(3")-  HUSBANDS  WITH  INOAPAOITATEB  WIVES? — 
in  the  ease  of  a  husband  whose  wife  is  incapacitated, 
the  deduction  under  subsection  -(a) — 

“  (A)  shah  not  be  allowed  unless  he  hies  a 
joint  return  with  his  wife  for  the  taxable  year?  and 
—(B)  shah  be  redueed  by  the  amount  -(if  any) 
by  whieh  the  adjusted  gross  income  of  the  taxpayer 
and  his  spouse  exeeeds  $4,500. 

This  paragraph  shah  not  apply  to  expenses  incurred 
while  the  taxpayer’s  wife  is  institutionalized  if  such  in¬ 
stitutionalization  is  for  a  period  of  at  least  00  consecutive 
days  (whether  or  not  within  one  taxable  year)-  or  a 
shorter  period  if  terminated  by  her  death? 

“(2)  Working  wives  and  husbands  with  in- 
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capacitated  WIVES. — In  the  case  of  a  woman  who  is 
married  and  in  the  case  of  a  husband  whose  wife  is 
incapacitated,  the  deduction  under  subsection  (a) — 

“(A)  shall  not  be  allowed  unless  the  taxpayer 
and  his  spouse  file  a  joint  return  for  the  taxable 
year,  and 

“(B)  shall  be  reduced  by  the  amount  (if  any) 
by  which  the  adjusted  gross  income  of  the  taxpayer 
and  his  spouse  exceeds  $7,000. 

This  paragraph  shall  not  apply,  in  the  case  of  a  woman 
who  is  married,  to  expenses  incurred  while  her  husband 
is  incapable  of  self-support  because  mentally  or  physi¬ 
cally  defective,  or,  in  the  case  of  a  husband  whose  wife 
is  incapacitated,  to  expenses  incurred  while  his  wife 
is  institutionalized  if  such  institutionalization  is  for  a 
period  of  at  least  90  consecutive  days  (whether  or  not 
within  one  taxable  year)  or  a  shorter  period  if  termi¬ 
nated  by  her  death. 

(48)  “-f4f  (3)  Cektain  payments  not  taken  into 
account. — Subsection  (a)  shall  not  apply  to  any 
amount  paid  to  an  individual  with  respect  to  whom  the 
taxpayer  is  allowed  for  his  taxable  year  a  deduction  un¬ 
der  section  151  (relating  to  deductions  for  personal 
exemptions) . 
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1  “(c)  Special  Rule  Where  Wife  Is  Incapaci- 

2  tated  or  Institutionalized. — In  the  case  of  a  husband 

3  whose  wife  is  incapacitated  or  is  institutionalized,  the  deduc- 

4  tion  under  subsection  (a)  shall  be  allowed  omy  for  expenses 

5  incurred  while  the  wife  was  incapacitated  or  institutionalized 

6  (as  the  case  may  be)  for  a  period  of  at  least  90  consecutive 

7  days  (whether  or  not  within  one  taxable  year)  or  a  shorter 

8  period  if  terminated  by  her  death. 

9  “(d)  Definitions.— For  purposes  of  this  section — 

10  “  ( i )  Dependent. — The  term  ‘dependent’  means  a 

11  person  with  respect  to  whom  the  taxpayer  is  entitled  to 

12  an  exemption  under  section  151  (e)  (1)  — 

13  “  (A)  who  has  not  attained  the  age  of  13  years 

14  and  who  (within  the  meaning  of  section  152)  is  a 

15  son,  stepson,  daughter,  or  stepdaughter  of  the  tax- 

16  payer;  or 


17 


“(B)  who  is  physically  or  mentally  incapable 


18 


of  caring  for  himself. 


19 


21 


20 


“(2)  Widower. — The  term  ‘widower’  includes  an 
unmarried  individual  who  is  legally  separated  from  his 
spouse  under  a  decree  of  divorce  or  of  separate  mainte- 


22 


nance. 


23 


24 


“ (3)  Incapacitated  wife— A  wife  shall  be  con¬ 
sidered  incapacitated  only  (A)  while  she  is  incapable  of 
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caring  for  herself  because  mentally  or  physically  defec¬ 
tive,  or  (B)  while  she  is  institutionalized. 

(4)  Institutionalized  wife.— A  wife  shall  be 
considered  institutionalized  only  while  she  is,  for  the 
purpose  of  receiving  medical  care  or  treatment,  an 
inpatient,  resident,  or  inmate  of  a  public  or  private  hos¬ 
pital,  sanitarium,  or  other  similar  institution. 

(5)  Determination  of  status. — A  woman 
shall  not  be  considered  as  married  if — 

(A)  she  is  legally  separated  from  her  spouse 
under  a  decree  of  divorce  or  of  separate  maintenance 
at  the  close  of  the  taxable  year,  or 

u  (B)  she  has  been  deserted  by  her  spouse,  does 
not  know  his  whereabouts  (and  has  not  known  his 
whereabouts  at  any  time  during  the  taxable  year) , 
and  has  applied  to  a  court  of  competent  jurisdiction 
for  appropriate  process  to  compel  him  to  pay  support 
or  otherwise  to  comply  with  the  law  or  a  judicial 
order,  as  determined  under  regulations  prescribed  by 
the  Secretary  or  his  delegate.” 

(b)  Effective  Date.— The  amendment  made  by  sub¬ 
section  (a)  shall  apply  to  taxable  years  beginning  after 
December  31,  1963. 
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SEC.  (49)212  213.  MOVING  EXPENSES. 

(a)  Deduction  Allowed  foe  Moving  Expenses.— 
(1)  Part  VII  of  subchapter  B  of  chapter  1  (relat¬ 
ing  to  additional  itemized  deductions  for  individuals)  is 
amended  by  redesignating  section  217  as  section  219  and 
by  inserting  after  section  216  the  following  new  section: 
‘•SEC.  217.  MOVING  EXPENSES. 

“  (a)  Deduction  Allowed. — There  shall  be  allowed 
as  a  deduction  moving  expenses  paid  or  incurred  during  the 
taxable  year  in  connection  with  the  commencement  of  work 
by  the  taxpayer  as  an  employee  at  a  new  principal  place  of 
work. 

“  (b)  Definition  of  Moving  Expenses.— 

“(1)  In  general. — Eor  purposes  of  this  section, 
the  term  ‘moving  expenses'  means  only  the  reasonable 
expenses — 

“  (A)  of  moving  household  goods  and  personal 
effects  from  the  former  residence  to  the  new  resi¬ 
dence,  and 

“(B)  of  traveling  (including  meals  and  lodg¬ 
ing)  from  the  former  residence  to  the  new  place 
of  residence. 

“(2)  Individuals  other  than  taxpayer.— In 
the  case  of  any  individual  other  than  the  taxpayer,  ex¬ 
penses  referred  to  in  paragraph  (1)  shall  be  taken  into 
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account  only  if  such  individual  has  both  the  former  resi¬ 
dence  and  the  new  residence  as  his  principal  place  of 
abode  and  is  a  member  of  the  taxpayer’s  household. 
“(c)  Conditions  for  Allowance.— No  deduction 
shall  be  allowed  under  this  section  unless — 

“  ( 1 )  the  taxpayer’s  new  principal  place  of  work — 
“  (A)  is  at  least  20  miles  farther  from  his  for¬ 
mer  residence  than  was  his  former  principal  place 
of  work,  or 

“(B)  if  he  had  no  former  principal  place  of 
work,  is  at  least  20  miles  from  his  former  residence, 
and 

“  (2)  during  the  12-month  period  immediately  fol¬ 
lowing  his  arrival  in  the  general  location  of  his  new 
principal  place  of  work,  the  taxpayer  is  a  full-time  em¬ 
ployee,  in  such  general  location,  during  at  least  39 
weeks. 

“(d)  Rules  for  Application  of  Subsection 

(c)  (2).— 

“(1)  Subsection  (c)  (2)  shall  not  apply  to  any 
item  to  the  extent  that  the  taxpayer  receives  reim¬ 
bursement  or  other  expense  allowance  from  his  employer 
for  such  item. 

“(2)  If  a  taxpayer  has  not  satisfied  the  condition 
of  subsection  (c)  (2)  before  the  time  prescribed  by  law 
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(including  extensions  thereof)  for  filing  the  return  for 
the  taxable  year  during  which  he  paid  or  incurred  mov¬ 
ing  expenses  which  would  otherwise  be  deductible  under 
this  section,  but  may  still  satisfy  such  condition,  then 
such  expenses  may  (at  the  election  of  the  taxpayer)  be 
deducted  for  such  taxable  year  notwithstanding  subsec¬ 
tion  (c)  (2) . 

“(3)  If— 

“(A)  for  any  taxable  year  moving  expenses 
have  been  deducted  in  accordance  with  the  rule 
provided  in  paragraph  (2) ,  and 

“(B)  the  condition  of  subsection  (c)  (2)  is 
not  satisfied  by  the  close  of  the  subsequent  taxable 
year, 

then  an  amount  equal  to  the  expenses  which  were  so 
deducted  shall  be  included  in  gross  income  for  such  sub¬ 
sequent  taxable  year. 

“(e)  Disallowance  of  Deduction  With  Respect 
to  Reimbursements  Not  Included  in  Gross  Income. — 
No  deduction  shall  be  allowed  under  this  section  for  any  item 
to  the  extent  that  the  taxpayer  receives  reimbursement  or 
other  expense  allowance  for  such  item  which  is  not  in¬ 
cluded  in  his  gross  income. 

“(f)  Regulations. — The  Secretary  or  his  delegate 
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shall  prescribe  such  regulations  as  may  be  necessary  to  carry 
out  the  purposes  of  this  section.” 

( 2 )  The  table  of  sections  for  part  VII  of  suhchapter 

B  of  chapter  1  is  amended  by  striking  out — 

“Sec.  217.  Cross  references.” 

and  inserting  in  lieu  thereof  the  following : 

“Sec.  217.  Moving  expenses. 

(50)  “See.-  24£r  Corturn  contributions  by  employees  fep  group 

term  144e  msurance; 

11  Sec.  218.  Contributions  to  'political  candidates  and  political 
committees. 

“Sec.  219.  Cross  references.” 

(b)  Adjusted  Geoss  Income— Section  62  (defining 
adjusted  gross  income)  is  amended  by  inserting  after  para¬ 
graph  ( 7 )  the  following  new  paragraph : 

“(8)  Moving  expense  deduction.— The  deduc¬ 
tion  allowed  by  section  217.” 

(c)  Withholding— Section  3401(a)  (relating  to 
definition  of  “wages”)  is  amended  by  adding  after  paragraph 
(5 1)  ( 1 4 )  ( added  by  section  203  (-e)-  204  (b )  of  this  Act )  the 
following  new  paragraph: 

“  ( 15)  to  or  on  behalf  of  an  employee  if  (and  to  the 
extent  that)  at  the  time  of  the  payment  of  such  remuner¬ 
ation  it  is  reasonable  to  believe  that  a  corresponding 
deduction  is  allowable  under  section  217.” 

(d)  Effective  Dates. — The  amendments  made  by 
subsections  (a)  and  (b)  shall  apply  to  expenses  incurred 
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after  December  31,  1963,  in  taxable  years  ending  after  such 
date.  The  amendment  made  by  subsection  (c)  shall  apply 
with  respect  to  remuneration  paid  after  (52)Deccmber  347 
1063  the  seventh  day  following  the  date  of  the  enactment  of 
this  Act 

(53 )S£C.  214.  DEDUCTION  FOR  POLITICAL  CONTRIBU¬ 
TIONS. 

(a)  Allowance  of  Deduction.— Part  VII  of  sub¬ 
chapter  B  of  chapter  1  (relating  to  additional  itemized  de¬ 
ductions  for  individuals)  is  amended  by  inserting  after  sec¬ 
tion  217  (as  added  by  section  213(a)(1)  of  this  Act)  the 
following  new  section: 

**SEC.  218.  CONTRIBUTIONS  TO  POLITICAL  CANDIDATES 
AND  POLITICAL  COMMITTEES. 

“(a)  Allowance  of  Deduction.— In  the  case  of 
an  individual,  there  shall  be  allowed  as  a  deduction  any 
political  contribution  payment  of  which  is  made  by  the  tax¬ 
payer  within  the  taxable  year. 

“(b)  Limitations.— 

(1)  Amount. — The  deduction  under  subsection 
(a)  shall  not  exceed  $50  for  any  taxable  year,  except 
that,  in  the  case  of  a  joint  return  of  a  husband  and  wife 
under  section  6013  for  the  taxable  year,  the  deduction 
shall  not  exceed  $100  for  the  taxable  year. 

(2)  Verification. — The  deduction  under  sub - 
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section  (a)  shall  be  allowed,  with  respect  to  any  political 
contribution,  only  if  such  political  contribution  is  verified 
in  such  manner  as  the  Secretary  or  his  delegate  shall 
prescribe  by  regulations . 

“(c)  Political  Contribution  Defined . — For  pur¬ 
poses  of  this  section,  the  term  ‘political  contribution 9  means 
a  contribution  or  gift  to — 

“( 1)  any  political  candidate,  or 
“(2)  any  political  committee, 

but  only  if  such  contribution  or  gift  is  made  to  further  the 
candidacy  of  one  or  more  individuals  in  a  general,  special, 
or  primary  election  or  a  convention  of  a  political  party. 
“(d)  Cross  Reference.— 

“ For  disallowance  of  deduction  to  estates  and  trusts ,  see  sec¬ 
tion  61$  (t).” 

(b)  Technical  Amendment.— Section  642  (relating 
to  special  rules  for  credits  and  deductions  of  estates  and 
trusts)  is  amended  by  redesignating  subsection  (i)  as  sub¬ 
section  (j),  and  by  inserting  after  subsection  (h)  the  follow¬ 
ing  new  subsection: 

“(i)  Political  Contributions. — An  estate  or  trust 
shall  not  be  alloived  the  deduction  for  political  contributions 
provided  by  section  218.” 

(c)  Effective  Date. — The  amendments  made  by  this 
section  shall  apply  only  with  respect  to  contributions  or  gifts 
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made  after  the  date  of  the  enactment  of  this  Act  in  taxable 
years  ending  after  such  date. 

(pAySEC.  215 .  100  PERCENT  DIVIDENDS  RECEIVED  DE¬ 
DUCTION  FOR  MEMBERS  OF  ELECTING 
AFFILIATED  GROUPS. 

(a)  100  Percent  Dividends  Deceived  Deduc¬ 
tion. — Section  243  (relating  to  dividends  received  by  cor¬ 
porations  )  is  amended  to  read  as  follows : 

((SEC.  243.  DIVIDENDS  RECEIVED  BY  CORPORATIONS. 

“(a)  General  Pule. — In  the  case  of  a  corporation, 
there  shall  be  allowed  as  a  deduction  an  amount  equal  to 
the  following  percentages  of  the  amount  received  as  divi¬ 
dends  from  a  domestic  corporation  which  is  subject  to  taxa¬ 
tion  under  this  chapter: 

“(1)  85  percent,  in  the  case  of  dividends  other 
than  dividends  described  in  paragraph  (2)  or  (3); 

“(2)  100  percent,  in  the  case  of  dividends  re¬ 
ceived  by  a  small  business  investment  company  operat¬ 
ing  under  the  Small  Business  Investment  Act  of  1958; 
and 

“(3)  100  percent,  in  the  case  of  qualifying  divi¬ 
dends  ( as  defined  in  subsection  (b)(1)). 

“(b)  Qualifying  Dividends. — 

“(1)  Definition. — For  purposes  of  subsection 
(a)(3),  the  term  ‘ qualifying  dividends'  means  dividends 
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received  by  a  corporation  which ,  at  the  close  of  the  day 
the  dividends  are  received ,  is  a  member  of  the  same 
affiliated  group  of  corporations  ( as  defined  in  paragraph 
(5) )  as  the  corporation  distributing  the  dividends ,  if — 
11  (A)  such  affiliated  group  has  made  an  elec¬ 
tion  under  paragraph  (2)  which  is  effective  for 
the  taxable  years  of  its  members  which  include 
such  day ,  and 

“(B)  such  dividends  are  distributed  out  of 
earnings  and  profits  of  a  taxable  year  of  the  dis¬ 
tributing  corporation  ending  after  December  31, 
1963— 

“(i)  on  each  day  of  which  the  distribut¬ 
ing  corporation  and  the  corporation  receiving 
the  dividends  were  members  of  such  affiliated 
group,  and 

“(ii)  for  which  an  election  under  section 
1562  (relating  to  election  of  multiple  surtax 
exemptions)  is  not  effective. 

“(2)  Election. — An  election  under  this  para¬ 
graph  shall  be  made  for  an  affiliated  group  by  the  com¬ 
mon  parent  corporation,  and  shall  be  made  for  any  tax¬ 
able  year  of  the  common  parent  corporation  at  such 
time  and  in  such  manner  as  the  Secretary  or  his  dele¬ 
gate  by  regulations  prescribes.  Such  election  may 
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not  be  made  for  an  affiliated  group  for  any  taxable  year 
of  the  common  parent  corporation  for  which  an  election 
under  section  1562  is  effective .  Each  corporation  which 
is  a  member  of  such  group  at  any  time  during  its  tax¬ 
able  year  which  includes  the  last  day  of  such  taxable 
year  of  the  common  parent  corporation  must  consent 
to  such  election  at  such  time  and  in  such  manner  as  the 
Secretary  or  his  delegate  by  regulations  prescribes. 
An  election  under  this  paragraph  shall  be  effective — 
“(A)  for  the  taxable  year  of  each  member  of 
such  affiliated  group  which  includes  the  last  day  of 
the  taxable  year  of  the  common  parent  corporation 
with  respect  to  which  the  election  is  made  (except 
that  in  the  case  of  a  taxable  year  of  a  member  be¬ 
ginning  in  1963  and  ending  in  1964 ,  if  the  election 
is  effective  for  the  taxable  year  of  the  common  par¬ 
ent  corporation  which  includes  the  last  day  of  such 
taxable  year  of  such  member ,  such  election  shall  be 
effective  for  such  taxable  year  of  such  member ,  if 
such  member  consents  to  such  election  with  respect 
to  such  taxable  year ) ,  and 

“(B)  for  the  taxable  year  of  each  member  of 
such  affiliated  group  which  ends  after  the  last  day  of 
such  taxable  year  of  the  common  parent  corpora- 
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tion  but  which  does  not  include  such  date,  unless 
the  election  is  terminated  under  'paragraph  (4), 
“(3)  Effect  of  election. — If  an  election  by  an 
affiliated  group  is  effective  with  respect  to  a  taxable  year 
of  the  common  parent  corporation ,  then  under  regula¬ 
tions  prescribed  by  the  Secretary  or  his  delegate — 

“(A)  no  member  of  such  affiliated  group  may 
consent  to  an  election  under  section  1562  for  such 
taxable  year, 

“( B)  the  members  of  such  affiliated  group  shall 
be  treated  as  one  taxpayer  for  purposes  of  making 
the  elections  under  section  901(a)  (relating  to  al¬ 
lowance  of  foreign  tax  credit)  and  section  904(b) 
(1)  (relating  to  election  of  overall  limitation) ,  and 
“(C)  the  members  of  such  affiliated  group  shall 
be  limited  to  one — 

“(i)  $100,000  minimum  accumulated 
earnings  credit  under  section  535(c)  (2)  or 

(3), 

“(ii)  $100,000  limitation  for  explora¬ 
tion  expenditures  under  section  615  (a)  and 

(b), 

“(Hi)  $400,000  limitation  for  exploration 
expenditures  under  section  615  (c)(1), 
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“(iv)  $25,000  limitation  on  small  business 
deduction  of  life  insurance  companies  under 
sections  804(a)(4)  and  809(d)  (10),  and 
“(v)  $100,000  exemption  for  purposes  of 
estimated  tax  filing  requirements  under  section 
6016  and  the  addition  to  tax  under  section 
6655  for  failure  to  pay  estimated  tax . 

“(4)  Termination. — An  election  by  an  affiliated 
group  under  paragraph  (2)  shall  terminate  with  respect 
to  the  taxable  year  of  the  common  parent  corporation 
and  with  respect  to  the  taxable  years  of  the  members 
of  such  affiliated  group  which  include  the  last  day  of 
such  taxable  year  of  the  common  parent  corporation  if — 
“(A)  Consent  of  members. — Such  affiliated 
group  files  a  termination  of  such  election  ( at  such 
time  and  in  such  manner  as  the  Secretary  or  his 
delegate  by  regulations  prescribes)  with  respect 
to  such  taxable  year  of  the  common  parent  corpora¬ 
tion,  and  each  corporation  which  is  a  member  of 
such  affiliated  group  at  any  time  during  its  taxable 
year  which  includes  the  last  day  of  such  taxable 
year  of  the  common  parent  corporation  consents  to 
such  termination,  or 

“(B)  Refusal  by  new  member  to  con¬ 
sent. — During  such  taxable  year  of  the  common 
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parent  corporation  such  affiliated  group  includes  a 
member  which — 

“(i)  was  not  a  member  of  such  group 
during  such  common  parent  corporation’ s  im¬ 
mediately  preceding  taxable  year ,  and 

“(ii)  such  member  files  a  statement  that 
it  does  not  consent  to  the  election  at  such  time 
and  in  such  manner  as  the  Secretary  or  his 
delegate  by  regulations  prescribes. 

“(5)  Definition  of  affiliated  group. —For 
purposes  of  this  subsection,  the  term  1 affiliated  group ’  has 
the  meaning  assigned  to  it  by  section  1504(a),  except 
that  for  such  purposes  sections  1504(b)  (2)  and  1504 (c ) 
shall  not  apply. 

“(6)  Special  rules  for  insurance  compa¬ 
nies. — If  an  election  under  this  subsection  is  effective  for 
the  taxable  year  of  an  insurance  company  subject  to  tax¬ 
ation  under  section  802  or  821 — 

“(A)  part  II  of  subchapter  B  of  chapter  6  (re¬ 
lating  to  certain  controlled  corporations)  shall  be 
applied  without  regard  to  section  1563  (a)(4)  (re¬ 
lating  to  certain  insurance  companies)  and  section 
1563  (b)  (2)  (D)  ( relating  to  certain  excluded  mem¬ 
bers)  with  respect  to  such  company  and  the  other 
corporations  which  are  members  of  the  controlled 
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group  of  corporations  (as  determined  under  section 
1563  without  regard  to  subsections  (a)(4)  and 
(b)(2)(D))  of  which  such  company  is  a  member , 

and 

“(B)  for  purposes  of  paragraph  (1),  a  distri¬ 
bution  by  such  company  out  of  earnings  and  profits  of 
a  taxable  year  for  which  an  election  under  this  sub¬ 
section  was  not  effective ,  and  for  which  such  company 
was  not  a  component  member  of  a  controlled  group  of 
corporations  within  the  meaning  of  section  1563 
solely  by  reason  of  section  1563(b)  (2)  (D ) ,  shall 
not  be  a  qualifying  dividend. 

“(c)  Special  Rules  for  Certain  Distribu¬ 
tions. — For  purposes  of  subsection  (a) — 

“( 1)  Any  amount  allowed  as  a  deduction  under 
section  591  (relating  to  deduction  for  dividends  paid 
by  mutual  savings  banks ,  etc.)  shall  not  be  treated  as 
a  dividend. 

“(2)  A  dividend  received  from  a  regulated  invest¬ 
ment  company  shall  be  subject  to  the  limitations  pre¬ 
scribed  in  section  854. 

“(3)  Any  dividend  received  from  a  real  estate 
investment  trust  which,  for  the  taxable  year  of  the  trust 
in  which  the  dividend  is  paid,  qualifies  under  part  II  of 
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subchapter  M  (section  856  and  following)  shall  not  be 
treated  as  a  dividend . 

“(4)  Any  dividend  received  which  is  described  in 
section  244  (relating  to  dividends  received  on  preferred 
stock  of  a  public  utility)  shall  not  be  treated  as  a 
dividend . 

“(d)  Certain  Dividends  From  Foreign  Corpora¬ 
tions, — For  purposes  of  subsection  (a)  and  for  purposes  of 
section  245 ,  any  dividend  from  a  foreign  corporation  from 
earnings  and  profits  accumulated  by  a  domestic  corporation 
during  a  period  with  respect  to  which  such  domestic  corpora¬ 
tion  was  subject  to  taxation  under  this  chapter  (or  corre¬ 
sponding  provisions  of  prior  law)  shall  be  treated  as  a 
dividend  from  a  domestic  corporation  which  is  subject  to 
taxation  under  this  chapter ” 

(b)  Technical  Amendments  — 

(1)  Section  244  (relating  to  dividends  received  on 
certain  preferred  stock)  is  amended  by  inserting  “(a) 
General  Rule. — ”  before  “In  case  of  a  corpora¬ 
tion”  and  by  adding  at  the  end  thereof  the  following 
new  subsection : 

“(b)  Exception. — If  the  dividends  described  in  sub¬ 
section  (a)(1)  are  qualifying  dividends  (as  defined  in  sec- 
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1  tion  243  (b)(1),  but  determined  without  regard  to  section 

2  243(c)(4))— 

3  “(1)  subsection  (a)  shall  be  applied  separately  to 

4  such  qualifying  dividends,  and 

5  “(2)  for  purposes  of  subsection  (a)(3),  the  per- 

6  centage  applicable  to  such  qualifying  dividends  shall  be 

1  100  percent  in  lieu  of  85  percent .” 

8  (2)  Section  246(b)  (relating  to  limitation  on 

9  aggregate  amount  of  deductions  for  dividends  received) 

10  is  amended  by  striking  out  “243(a),  244,”  each  place 

11  it  appears  therein  and  inserting  in  lieu  thereof  “ 243  ( a) 

12  (1),  244(a),”. 

13  (3)  Section  804(a)(5)  (relating  to  the  appli- 

11  cation  of  section  246(b)  to  taxable  investment  income 

15  of  life  insurance  companies)  is  amended  by  striking  out 

16  “243(a),  244,”  and  inserting  in  lieu  thereof  “243(a) 

17  (1),  244(a),”. 

18  (4)  Section  809  (d)  (8)  (B )  (relating  to  the  ap- 

19  plication  of  section  246(b)  to  the  life  insurance  com- 

20  pangs  share  of  certain  dividends)  is  amended  by 

21  striking  out  “243(a),  244,”  each  place  it  appears 

22  therein  and  inserting  in  lieu  thereof  “243(a)(1), 

23  244(a),”. 

21  (c)  Effective  Date. — The  amendments  made  by 
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1  subsections  (a)  and  (b)  shall  apply  with  respect  to  divi- 

2  dends  received  in  taxable  years  ending  after  December  31, 

3  1963. 

4  SEC.  (55)313  216.  INTEREST  ON  LOANS  INCURRED  TO 

5  PURCHASE  CERTAIN  INSURANCE 

6  AND  ANNUITY  CONTRACTS. 

7  (a)  Disallowance  of  Interest  Deduction. — 

8  Section  264  (a)  (relating  to  certain  amounts  paid  in  connec- 

9  tion  with  insurance  contracts)  is  amended — 

10  (1)  by  inserting  after  paragraph  (2)  the  follow - 

14  ing  new  paragraph: 

12  “(3)  Except  as  provided  in  subsection  (c) ,  any 

13  amount  paid  or  accrued  on  indebtedness  incurred  or 

14  continued  to  purchase  or  carry  a  life  insurance,  endow- 

15  ment,  or  annuity  contract  (other  than  a  single  premium 

16  contract  or  a  contract  treated  as  a  single  premium  con- 

17  tract)  pursuant  to  a  plan  of  purchase  which  contem- 

18  plates  the  systematic  direct  or  indirect  borrowing  of 

40  part  or  all  of  the  increases  in  the  cash  value  of  such 

20  contract  (either  from  the  insurer  or  otherwise) .” 

21  (2)  by  adding  at  the  end  thereof  the  following 

22  new  sentence:  “Paragraph  (3)  shall  apply  only  in 

23  respect  of  contracts  purchased  after  (5 6) August  4££3 

24  December  31,  1963.” 
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(b)  Exceptions. — Section  264  is  amended  by  adding 
at  the  end  thereof  the  following  new  subsection: 

“(c)  Exceptions. — Subsection  (a)  (3)  shall  not  ap¬ 
ply  to  any  amount  paid  or  accrued  by  a  person  during  a 
taxable  year  on  indebtedness  incurred  or  continued  as  part 
of  a  plan  referred  to  in  subsection  (a)  (3)  — 

“  ( 1 )  if  no  part  of  4  of  the  annual  premiums  due 
during  the  7-year  period  (beginning  with  the  date  the 
first  premium  on  the  contract  to  which  such  plan  relates 
was  paid)  is  paid  under  such  plan  by  means  of  indebted¬ 
ness, 

“  (2)  if  the  total  of  the  amounts  paid  or  accrued  by 
such  person  during  such  taxable  year  for  which  (with¬ 
out  regard  to  this  paragraph)  no  deduction  would  be 
allowable  by  reason  of  subsection  (a)  (3)  does  not 
exceed  $100, 

“(3)  if  such  amount  was  paid  or  accrued  on  in¬ 
debtedness  incurred  because  of  an  unforeseen  substantial 
loss  of  income  or  unforeseen  substantial  increase  in  his 
financial  obligations,  or 

“  (4)  if  such  indebtedness  was  incurred  in  con¬ 
nection  with  his  trade  or  business. 

For  purposes  of  applying  paragraph  (1),  if  there  is  a  sub¬ 
stantial  increase  in  the  premiums  on  a  contract,  a  new  7- 
year  period  described  in  such  paragraph  with  respect  to  such 
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contract  shall  commence  on  the  date  the  first  such  increased 
premium  is  paid.” 

(c)  Effective  Date. — The  amendments  made  by  this 
section  shall  apply  with  respect  to  amounts  paid  or  accrued 
in  taxable  years  beginning  after  December  31,  1963. 
(57)SEC.  217 .  INTEREST  ON  INDEBTEDNESS  INCURRED 

OR  CONTINUED  TO  PURCHASE  OR 
CARRY  TAX-EXEMPT  BONDS. 

(a)  Application  With  Respect  to  Certain  Fi¬ 
nancial  Institutions. — Section  265  (relating  to  expenses 
and  interest  relating  to  tax-exempt  income)  is  amended  by 
adding  at  the  end  of  paragraph  (2)  the  following  new  sen¬ 
tence:  “In  applying  the  preceding  sentence  to  a  financial  insti¬ 
tution  ( other  than  a  bank )  which  is  subject  to  the  banking  laws 
of  the  State  in  which  such  institution  is  incorporated ,  in¬ 
terest  on  face-amount  certificates  (as  defined  in  section  2(a) 
(15)  of  the  Investment  Company  Act  of  1940  (15  U.S.C. 
80a-2))  issued  by  such  institution ,  and  interest  on  amounts 
received  for  the  purchase  of  such  certificates  to  be  issued  by 
such  institution ,  shall  not  be  considered  as  interest  on  in¬ 
debtedness  incurred  or  continued  to  purchase  or  carry  obli¬ 
gations  the  interest  on  which  is  wholly  exempt  from  the  taxes 
imposed  by  this  subtitle,  to  the  extent  that  the  average  amount 
of  such  obligations  held  by  such  institution  during  the  taxable 
year  ( as  determined  under  regulations  prescribed  by  the  Sec- 
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2  retary  or  his  delegate)  does  not  exceed  25  percent  of  the 

2  average  of  the  total  assets  held  by  such  institution  during  the 

3  taxable  year  ( as  so  determined) 

4  (b)  Effective  Date. — The  amendment  made  by  sub- 

5  section  (a)  shall  apply  with  respect  to  taxable  years  ending 
5  after  the  date  of  the  enactment  of  this  Act. 

7  (58)S£C.  218.  REPEAL  OF  REQUIREMENT  OF  ALLOC A- 

g  770/V  OF  CERTAIN  TRAVELING  EX- 

9  PENSES. 

4Q  fa)  Repeal  of  Section  2/d(c).  Section  27-i  (re- 

11  lating  to  disallowance  of  certain  entertainment,  etc.,  ex- 

12  penses )  is  amended  by  striking  out  subsection  (c)  (relating 


13 

14 

15 

16 

17 

18 

19 

20 
21 
22 

23 

24 


to  traveling). 

(b)  Effective  Date. — The  amendment  made  by  sub¬ 
section  (a)  shall  apply  with  respect  to  taxable  years  ending 
after  December  31,  1962,  but  only  in  respect  of  periods  after 
such  date. 

(59)S£C.  219.  ACQUISITION  OF  STOCK  IN  EXCHANGE  FOR 

STOCK  OF  CORPORATION  WHICH  IS  IN 
CONTROL  OF  ACQUIRING  CORPORATION, 
(a)  Definition  of  Reorganization. — Section  368 
(a)  (1)  (relating  to  definition  of  reorganization )  is  amended 
by  inserting  after  11  voting  stock ”  in  subparagraph  (B)  “  (or 
in  exchange  solely  for  all  or  a  part  of  the  voting  stock  of  a 
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corporation  which  is  in  control  of  the  acquiring 
corporation)” . 

(h)  Technical  Amendments. — 

(i)  Section  368 ( a)  (2)  (C )  ( relating  to  special 
rules)  is  amended  to  read  as  follows: 

“(C)  Transfers  of  assets  or  stock  to 

SUBSIDIARIES  IN  CERTAIN  PARAGRAPH  (1)(A), 
(l )(b ),  and  (i)(C)  CASES. — A  transaction  otherwise 
qualifying  under  paragraph  (1)  (A),  (1)  (B),  or 

(1)  (C)  shall  not  be  disqualified  by  reason  of  the 
fact  that  part  or  all  of  the  assets  or  stock  which  were 
acquired  in  the  transaction  are  transferred  to  a 
corporation  controlled  by  the  corporation  acquiring 
such  assets  or  stock.” 

(2)  Section  368(b)  (relating  to  definition  of  party 
to  a  reorganization)  is  amended  by  striking  out  the  last 
tivo  sentences  and  inserting  in  lieu  thereof  the  following: 
“In  the  case  of  a  reorganization  qualifying  under  para- 

t 

graph  (1)(B)  or  (1)(C)  of  subsection  ( a ),  if  the 
stock  exchanged  for  the  stock  or  properties  is  stock  of 
a  corporation  which  is  in  control  of  the  acquiring  corpo¬ 
ration,  the  term  ‘ a  party  to  a  reorganization’  includes 
the  corporation  so  controlling  the  acquiring  corporation. 
In  the  case  of  a  reorganization  qualifying  under  para- 
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1  graph  ( 1)(A ),  (1)(B),  or  (1)(C)  of  subsection 

2  (a)  by  reason  of  paragraph  (2)(C)  of  subsection  (a), 

3  the  term  ‘a  party  to  a  reorganization  includes  the  corpo- 

4  ration  controlling  the  corporation  to  which  the  acquired 

5  assets  or  stock  are  transferred” 

6  (c)  Effective  Date— The  amendments  made  by  this 

7  section  shall  apply  with  respect  to  transactions  after  December 

8  31,  1963,  in  taxable  years  ending  after  such  date. 

9  (60 )S£C.  220.  RETROACTIVE  QUALIFICATION  OF  CER- 

10  TAIN  UNION-NEGOTIATED  MULTIEM- 

11  PLOYER  PENSION  PLANS. 

12  (a) 'Beginning  of  Period  as  Qualified  Trust. — 

13  Section  401  (relating  to  qualified  pension,  profit-sharing,  and 

14  stock  bonus  plans)  is  amended  by  redesignating  subsection 

15  (i)  as  subsection  (j),  and  by  inserting  after  subsection  (h) 

16  the  following  new  subsection: 

17  “(i)  Certain  Union-Negotiated  Multiemployer 

18  Pension  Plans. — In  the  case  of  a  trust  forming  part  of  a 

19  pension  plan  which  has  been  determined  by  the  Secretary  or 

20  his  delegate  to  constitute  a  qualified  trust  under  subsection 

21  (a)  and  to  be  exempt  from  taxation  under  section  501(a) 

22  for  a  period  beginning  after  contributions  were  first  made  to 

23  or  for  such  trust,,  if  it  is  shown  to  the  satisfaction  of  the  Sec- 

24  retary  or  his  delegate  that — 

25  “(1)  such  trust  was  created  pursuant  to  a  collective 
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bargaining  agreement  between  employee  representatives 
and  two  or  more  employers  who  are  not  related  (deter¬ 
mined  under  regulations  prescribed  by  the  Secretary  or 
his  delegate), 

“(2)  any  disbursements  of  contributions ,  made  to  or 
for  such  trust  before  the  time  as  of  which  the  Secretary  or 
his  delegate  determined  that  the  trust  constituted  a  quali¬ 
fied  trust,  substantially  complied  with  the  terms  of  the 
trust,  and  the  plan  of  which  the  trust  is  a  part,  as  subse¬ 
quently  qualified,  and 

“(3)  before  the  time  as  of  which  the  Secretary  or  his 

delegate  determined  that  the  trust  constitutes  a  qualified 

trust,  the  contributions  to  or  for  such  trust  were  not 

% 

used  in  a  manner  which  would  jeopardize  the  interests 
of  its  beneficiaries, 

then  such  trust  shall  be  considered  as  having  constituted  a 
qualified  trust  under  subsection  (a)  and  as  having  been 
exempt  from  taxation  under  section  501(a)  for  the  period 
beginning  on  the  date  on  which  contributions  were  first  made 
to  or  for  such  trust  and  ending  on  the  date  such  trust  first  con¬ 
stituted  (without  regard  to  this  subsection)  a  qualified  trust 
under  subsection  (a)” 

(b)  Effective  Date . — The  amendments  made  by 
subsection  (a)  shall  apply  with  respect  to  taxable  years 
beginning  after  December  31,  1953,  and  ending  after  Aw- 
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I  gust  16,  1954,  but  only  with  respect  to  contributions  made 
‘2  after  December  31,  1954. 

3  (61  )SEC.  221.  QUALIFIED  PENSION,  ETC.,  PLAN  COVER- 
1  AGE  FOR  EMPLOYEES  OF  CERTAIN  SUB- 

5  SIDIARY  EMPLOYERS. 

6  (a)  Employees  of  Foreign  Subsidiaries  C overed 
1  by  Social  Security  Agreements .— Part  I  of  subchapter 
8  D  of  chapter  1  (relating  to  pension,  profit-sharing,  stock 
0  bonus  plans,  etc.)  is  amended  by  adding  at  the  end  thereof 

10  the  following  new  section: 

II  “SEC.  406.  CERTAIN  EMPLOYEES  OF  FOREIGN  SUBSIDI- 

12  ARIES. 

13  “(a)  Treatment  as  Employees  of  Domestic  Cor- 

11  PORATION. — For  purposes  of  applying  this  part  with  respect 

15  to  a  pension,  profit-sharing,  or  stock  bonus  plan  described  in 

16  section  401(a),  an  annuity  plan  described  in  section  403(a), 

17  or  a  bond  purchase  plan  described  in  section  405(a),  of  a 

18  domestic  corporation,  an  individual  who  is  a  citizen  of  the 
10  United  States  and  who  is  an  employee  of  a  foreign  subsidiary 

20  (as  defined  in  section  3121(1)  (8) )  of  such  domestic  corpo- 

21  ration  shall  be  treated  as  an  employee  of  such  domestic 

22  corporation,  if — 

23  “(1)  such  domestic  corporation  has  entered  into  an 

24  agreement  under  section  3121(1)  which  applies  to  the 


3652 


107 


1  foreign  subsidiary  of  which,  such  individual  is  an  em- 

2  ployee; 

3  “  (2)  the  plan  of  such  domestic  corporation  expressly 

4  provides  for  contributions  or  benefits  for  individuals  who 

5  are  citizens  of  the  United  States  and  who  are  employees 

6  of  its  foreign  subsidiaries  to  which  an  agreement  entered 

7  into  by  such  domestic  corporation  under  section  3121 

8  (l)  applies ;  and 

9  “  (3)  contributions  under  a  funded  plan  of  deferred 

10  compensation  ( whether  or  not  a  plan  described  in  section 

11  401(a),  403(a),  or  405(a))  are  not  provided  by  any 

12  other  person  with  respect  to  the  remuneration  paid  to 

13  such  individual  by  the  foreign  subsidiary. 

14  “(b)  Special  Rules  for  Application  of  Section 
35  401(a) . — 

16  “(1)  Nondiscrimination  requirements. — For 

17  purposes  of  applying  paragraphs  (3)(B)  and  (4)  of 

18  section  401(a)  with  respect  to  an  individual  who  is 

19  treated  as  an  employee  of  a  domestic  corporation  under 

20  subsection  (a) — 

21  “(A)  if  such  individual  is  an  officer,  share- 

22  holder,  or  person  whose  principal  duties  consist  in 

23  supervising  the  work  of  other  employees  of  a  for- 

24  eign  subsidiary  of  such  domestic  corporation,  he 
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shall  he  treated  as  having  such  capacity  with  respect 
to  such  domestic  corporation ;  and 

“(B)  the  determination  of  whether  such  indi¬ 
vidual  is  a  highly  compensated  employee  shall  he 
made  hy  treating  such  individuals  total  compensa- 
tion  (determined  with  the  application  of  paragraph 
(2)  of  this  subsection)  as  compensation  paid  hy 
such  domestic  corporation  and  hy  determining  such 
individual’ s  status  with  regard  to  such  domestic 
corporation. 

“(2)  Determination  of  compensation. — For 
purposes  of  applying  paragraph  (5)  of  section  401(a) 
with  respect  to  an  individual  who  is  treated  as  an  em¬ 
ployee  of  a  domestic  corporation  under  subsection  (a) — 
“(A)  the  total  compensation  of  such  individual 
shall  he  the  remuneration  paid  to  such  individual 
hy  the  foreign  subsidiary  which  would  constitute 
his  total  compensation  if  his  services  had  been  per¬ 
formed  for  such  domestic  corporation,  and  the  basic 
or  regular  rate  of  compensation  of  such  individual 
shall  he  determined  under  regulations  prescribed 
hy  the  Secretary  or  his  delegate;  and 

“(B)  such  individual  shall  he  treated  as  having 
paid  the  amount  paid  hy  such  domestic  corporation 
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which  is  equivalent  to  the  tax  imposed  by  section 

3101. 

“(c)  Termination  of  Status  as  Deemed  Em¬ 
ployee  Not  To  Be  Treated  as  Separation  From  Serv¬ 
ice  for  Purposes  of  Capital  Gain  Provisions. — For 
purposes  of  applying  section  402  (a)(2)  and  section  403 
(a)(2)  with  respect  to  an  individual  who  is  treated  as  an 
employee  of  a  domestic  corporation  under  subsection  ( a ), 
such  individual  shall  not  be  considered  as  separated  from  the 
service  of  such  domestic  corporation  solely  by  reason  of  the 
fact  that — 

“( 1)  the  agreement  entered  into  by  such  domestic 
corporation  under  section  3121(1)  which  covers  the 
employment  of  such  individual  is  terminated  under  the 
provisions  of  such  section, 

“(2)  such  individual  becomes  an  employee  of  a 
foreign  subsidiary  with  respect  to  which  such  agreement 
does  not  apply, 

“(3)  such  individual  ceases  to  be  an  employee  of  the 
foreign  subsidiary  by  reason  of  which  he  is  treated  as 
an  employee  of  such  domestic  corporation,  if  he  becomes 
an  employee  of  another  corporation  controlled  by  such 

domestic  corporation,  or 

\ 
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“(4)  the  'provision  of  the  plan  described  in  subsec¬ 
tion  (a)(2)  is  terminated. 

“(d)  Deductibility  of  Contributions. — For  pur¬ 
poses  of  applying  sections  404  and  405  ( c)  with  respect  to 
contributions  made  to  or  under  a  pension,  profit-sharing,  stock 
bonus,  annuity,  or  bond  purchase  plan  by  a  domestic  cor¬ 
poration,  or  by  another  corporation  which  is  entitled  to  de¬ 
duct  its  contributions  under  section  404  ( a)  (3)  (B),  on  behalf 
of  an  individual  who  is  treated  as  an  employee  of  such  domes¬ 
tic  corporation  under  subsection  (a) — 

“(1)  except  as  provided  in  paragraph  (2),  no  de¬ 
duction  shall  be  allowed  to  such  domestic  corporation  or 
to  any  other  corporation  which  is  entitled  to  deduct  its 
contributions  under  such  sections, 

“(2)  there  shall  be  allowed  as  a  deduction  to  the 
foreign  subsidiary  of  which  such  individual  is  an  em¬ 
ployee  an  amount  equal  to  the  amount  which  (but  for 
paragraph  (1) )  would  be  deductible  under  section  404 
(or  section  405  (c) )  by  the  domestic  corporation  if  he 
were  an  employee  of  the  domestic  corporation,  and 

“(3)  any  reference  to  compensation  shall  be  con¬ 
sidered  to  be  a  reference  to  the  total  compensation  of 
such  individual  (determined  with  the  application  of  sub¬ 
section  (b)(2)). 
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Any  amount  deductible  by  a  foreign  subsidiary  under  this 
subsection  shall  be  deductible  for  its  taxable  year  with  or 
within  which  the  taxable  year  of  such  domestic  corporation 
ends. 

“  (e)  Treatment  as  Employee  Under  Related 
Provisions. — An  individual  who  is  treated  as  an  employee 
of  a  domestic  corporation  under  subsection  (a)  shall  also  be 
treated  as  an  employee  of  such  domestic  corporation,  with 
respect  to  the  plan  described  in  subsection  (a)(2),  for  pur¬ 
poses  of  applying  the  following  provisions  of  this  title: 

“( 1)  Section  72(d)  (relating  to  employees'  an¬ 
nuities  ) . 

“( 2)  Section  72(f)  (relating  to  special  rules  for 
computing  employees'  contributions). 

11  (3)  Section  101(b)  (relating  to  employees'  death 

benefits ) . 

“(4)  Section  2039  (relating  to  annuities). 

“(5)  Section  2517  (relating  to  certain  annuities 
under  qualified  plans)." 

(b)  Employees  of  Domestic  Subsidiaries  En¬ 
gaged  in  Business  Outside  the  United  States. — 
Part  I  of  subchapter  D  of  chapter  1  (relating  to  pension, 
profit-sharing,  stock  bonus  plans,  etc.)  is  amended  by  adding 
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after  section  406  (as  added  by  subsection  (a)  )  the  following 
new  section: 

“SEC.  407.  CERTAIN  EMPLOYEES  OF  DOMESTIC  SUBSIDI¬ 
ARIES  ENGAGED  IN  BUSINESS  OUTSIDE  THE 
UNITED  STATES. 

“(a)  Treatment  as  Employees  of  Domestic 
Parent  Corporation. — 

“(1)  In  general. — For  purposes  of  applying  this 
part  with  respect  to  a  pension,  profit-sharing,  or  stock 
bonus  plan  described  in  section  401  ( a) ,  an  annuity  plan 
described  in  section  403  ( a) ,  or  a  bond  purchase  plan  de¬ 
scribed  in  section  405  ( a) ,  of  a  domestic  parent  corpora¬ 
tion,  an  individual  who  is  a  citizen  of  the  United  States 
and  who  is  an  employee  of  a  domestic  subsidiary  ( within 
the  meaning  of  paragraph  (2) )  of  such  dojnestic  parent 
corporation  shall  be  treated  as  an  employee  of  such  do¬ 
mestic  parent  corporation,  if — 

“(A)  the  plan  of  such  domestic  parent  corpora¬ 
tion  expressly  provides  for  contributions  or  benefits 
for  individuals  who  are  citizens  of  the  United  States 
and  who  are  employees  of  its  domestic  subsidiaries; 
and 

“(B)  contributions  under  a  f  unded  plan  of  de¬ 
ferred  compensation  ( whether  or  not  a  plan  de¬ 
scribed  in  section  401(a),  403(a),  or  405(a) )  are 
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not  provided  by  any  other  person  with  respect  to  the 
remuneration  paid  to  such  individual  by  the  domestic 
subsidiary. 

“(2)  Definitions. — For  purposes  of  this  section— 
“(A)  Domestic  subsidiary— A  corporation 
shall  be  treated  as  a  domestic  subsidiary  for  any 
taxable  year  only  if — 

“(i)  such  corporation  is  a  domestic  cor¬ 
poration  80  percent  or  more  of  the  outstanding 
voting  stock  of  which  is  owned  by  another  domes¬ 
tic  corporation; 

“(ii)  95  percent  or  more  of  its  gross  in 
come  for  the  three-year  period  immediately  pre¬ 
ceding  the  close  of  its  taxable  year  which  ends  on 
or  before  the  close  of  the  taxable  year  of  such 
other  domestic  corporation  (or  for  such  part  of 
such  period  during  which  the  corporation  was 
in  existence)  was  derived  from  sources  without 
the  United  States ;  and 

“  (Hi)  90  percent  or  more  of  its  gross  income 
for  such  period  (or  such  part)  was  derived  from 

t 

the  active  conduct  of  a  trade  or  business. 

“(B)  Domestic  parent  corporation— The 
domestic  parent  corporation  of  any  domestic  sub- 
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scdiary  is  the  domestic  corporation  which  owns  80 
percent  or  more  of  the  outstanding  voting  stock  of 
such  domestic  subsidiary. 

“(b)  Special  Rules  for  Application  of  Section 
401(a).— 

“(1)  Nondiscrimination  requirements.— For 
purposes  of  applying  paragraphs  (3)(B)  and  (4)  of 
section  401  (a)  with  respect  to  an  individual  who  is 
treated  as  an  employee  of  a  domestic  parent  corporation 
under  subsection  (a) — 

“(A)  if  such  individual  is  an  officer ,  share¬ 
holder,  or  person  whose  principal  duties  consist  in 
supervising  the  work  of  other  employees  of  a  domes¬ 
tic  subsidiary,  he  shall  be  treated  as  having  such 
capacity  with  respect  to  such  domestic  parent  cor¬ 
poration;  and 

"(B)  the  determination  of  whether  such  indi¬ 
vidual  is  a  highly  compensated  employee  shall  be 
made  by  treating  such  individual’s  total  compensa¬ 
tion  (determined  with  the  application  of  paragraph 
(2)  of  this  subsection)  as  compensation  paid  by 
such  domestic  parent  corporation  and  by  determin¬ 
ing  such  individual’s  status  with  regard  to  such 
domestic  parent  corporation. 

“(2)  Determination  of  compensation. — 
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1  For  purposes  of  applying  paragraph  (5)  of  section 

2  401(a)  with  respect  to  an  individual  who  is  treated  as 

3  an  employee  of  a  domestic  parent  corporation  under 

4  subsection  (a),  the  total  compensation  of  such  in- 

5  dividual  shall  be  the  remuneration  paid  to  such  individual 

6  by  the  domestic  subsidiary  which  would  constitute  his  total 

7  compensation  if  his  services  had  been  performed  for  such 

8  domestic  parent  corporation,  and  the  basic  or  regular 

9  rate  of  compensation  of  such  individual  shall  be  deter- 

10  mined  under  regulations  prescribed  by  the  Secretary  or 

11  his  delegate. 

12  “(c)  Termination  of  Status  as  Deemed  Em- 

12  ployee  Not  To  Be  Treated  as  Separation  From 

14  Service  for  Purposes  of  Capital  Gain  Provi- 

15  sions. — For  purposes  of  applying  section  402(a)(2)  and 

16  section  403(a)(2)  with  respect  to  an  individual  who  is 

17  treated  as  an  employee  of  a  domestic  parent  corporation  under 

18  subsection  (a),  such  individual  shall  not  be  considered  as 

19  separated  from  the  service  of  such  domestic  parent  corpora- 

20  tion  solely  by  reason  of  the  fact  that — 

21  “(1)  the  corporation  of  which  such  individual  is  an 

22  employee  ceases,  for  any  taxable  year,  to  be  a  domestic 

23  subsidiary  within  the  meaning  of  subsection  ( a)  (2)  (A), 

24  “(2)  such  individual  ceases  to  be  an  employee  of 

25  a  domestic  subsidiary  of  such  domestic  parent  corpora- 
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tion ,  if  he  becomes  an  employee  of  another  corporation 
controlled  by  such  domestic  parent  corporation,  or 

11  (3)  the  provision  of  the  plan  described  in  sub¬ 
section  (a)(1)  (A)  is  terminated . 

“(d)  Deductibility  of  Contributions —For  pur¬ 
poses  of  applying  sections  404  and  405(c)  with  respect  to 
contributions  made  to  or  under  a  pension,  profit-sharing, 
stock  bonus ,  annuity,  or  bond  purchase  plan  by  a  domestic 
parent  corporation,  or  by  another  corporation  which  is  en¬ 
titled  to  deduct  its  contributions  under  section  404 ( a)  (3)  (B), 
on  behalf  of  an  individual  who  is  treated  as  an  employee  of 
such  domestic  corporation  under  subsection  ( a) — 

“( 1)  except  as  provided  in  paragraph  (2),  no  de¬ 
duction  shall  be  allowed  to  such  domestic  parent  corpora¬ 
tion  or  to  any  other  corporation  which  is  entitled  to 
deduct  its  contributions  under  such  sections, 

“( 2)  there  shall  be  allowed  as  a  deduction  to  the 
domestic  subsidiary  of  which  such  individual  is  an 
employee  an  amount  equal  to  the  amount  which  (but  for 
paragraph  (1) )  would  be  deductible  under  section  404 
(or  section  405(c))  by  the  domestic  parent  corporation 
if  he  were  an  employee  of  the  domestic  parent  corpora¬ 
tion,  and 
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2  “(3)tany  reference  to  compensation  shall  he  con- 

2  sidered  to  he  a  reference  to  the  total  compensation  of 

3  such  individual  (determined  with  the  application  of  sub- 

4  section  (b)(2)). 

5  Any  amount  deductible  by  a  domestic  subsidiary  under  this 

6  subsection  shall  be  deductible  for  its  taxable  year  with  or 

7  within  ivhich  the  taxable  year  of  such  domestic  parent  cor- 

8  poration  ends. 

9  “(e)  Treatment  as  Employee  Under  Related 

10  Provisions. — An  individual  who  is  treated  as  an  employee 

11  of  a  domestic  parent  corporation  under  subsection  (a)  shall 

12  also  be  treated  as  an  employee  of  such  domestic  parent  cor - 

13  poration,  with  respect  to  the  plan  described  in  subsection  (a) 

14  (1)(A),  for  purposes  of  applying  the  following  provisions 

15  of  this  title: 

“(1)  Section  72(d)  (relating  to  employees 
annuities ) . 

“( 2)  Section  72(f)  (relating  to  special  rules  for 
computing  employees’  contributions) . 

“(3)  Section  101(b)  (relating  to  employees  death 
benefits). 

“( 4)  Section  2039  (relating  to  annuities). 
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1  “(5)  .Section  2517  (relating  to  certain  annuities 

2  under  qualified  plans) .” 

3  (c)  Technical  Amendments. — 

4  (1)  The  table  of  sections  for  part  I  of  subchapter 

5  D  of  chapter  1  is  amended  by  adding  at  the  end  thereof 

K  the  following: 


“Sec.  1)06.  Certain  employees  of  foreign  subsidiaries. 

“Sec.  If.07.  Certain  employees  of  domestic  subsidiaries  en¬ 
gaged  in  business  outside  the  United  States 


7 

8 
9 

10 

11 

12 


13 


14 


15 


(2)  Section  3121(a)(5)  (relating  to  definition  of 
wages)  is  amended  by  striking  out  “or”  at  the  end  of 
subparagraph  (A)  and  by  striking  out  subparagraph 
(B)  and  inserting  in  lieu  thereof  the  following  new  sub- 
paragraphs: 

“(B)  under  or  to  an  annuity  plan  which ,  at 
the  time  of  such  payment ,  is  a  plan  described  in 
section  403(a),  or 

“(C)  under  or  to  a  bond  purchase  plan  which, 


1 6  ol.  the  time  of  such  payment,  is  a  qualified  bond  pur- 

11  chase  plan  described  in  section  405(a) 

18  (3)  Section  209(e)  of  the  Social  Security  Act 

19  ( relating  to  the  definition  of  wages)  is  amended  to  read 

20  as  follows:  ? 

21  “(e)  Any  payment  made  to,  or  on  behalf  of,  an  em- 

22  ployee  or  his  beneficiary  (1)  from  or  to  a  trust  exempt 
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from  tax  under  section  165(a)  of  the  Internal  Revenue 
Code  of  1939  at  the  time  of  such  payment  or ,  in  the  ca$e 
of  a  payment  after  1954 ,  under  sections  401  and  501(a) 
of  the  Internal  Revenue  Code  of  1954,  unless  such  pay* 
ment  is  made  to  an  employee  of  the  trust  as  remuneration 
for  services  rendered  as  such  employee  and  not  as  a  bene¬ 
ficiary  of  the  trust,  or  (2)  under  or  to  an  annuity  plan 
which,  at  the  time  of  such  payment,  meets  the  requirements 
of  section  165(a)  (3),  (4),  (5),  and  (6)  of  the  Internal 
Revenue  Code  of  1939  or,  in  the  case  of  a  payment  after 

1954  and  prior  to  1963,  the  requirements  of  section  401  (a) 

;  <  «. 

(3),  (4),  (5),  and  (6)  of  the  Internal  Revenue  Code  of 

i  i 

1954,  or  (3)  under  or  to  an  annuity  plan  which,  at  the 

,  '  '  l  t 

;  I 

time  of  any  such  payment  after  1962,  is  a  plan  described 

in  section  403(a)  of  the  Internal  Revenue  Code  of  1954, 

1  •  ■  ! 

or  (4)  under  or  to  a  bond,  purchase  plan  which,  at  the  time 
of  any  such  payment  after  1962,  is  a  qualified  bond  pur¬ 
chase  plan  described  in  section  405(a)  of  the  Internal  Rev¬ 
enue  Code  of  1954;” . 

(d)  Effective  Date. — The  amendments  made  by 
subsections  (a),  (b),  and  (c)(1)  shall  apply  to  taxable  years 

i  l*  *■  ‘ 

ending  after  December  31,  1963.  The  amendments  made  by 

1  i  ;  ,  • 

subsections  (c)  (2)  and  (3)  shall  apply  to  remuneration 

\r 

paid  after  December  31,  1962. 


3665 


120 

1  SEC.  (62)214  222.  EMPLOYEE  STOCK  OPTIONS  AND  PUR- 

2  CHASE  PLANS. 

3  (a)  In  General. — Part  II  of  subchapter  D  of  chapter 

4  1  is  amended  to  read  as  follows : 

5  “PART  II — CERTAIN  STOCK  OPTIONS 

“Sec.  421.  General  rules. 

“Sec.  422.  Qualified  stock  options. 

“Sec.  423.  Employee  stock  purchase  plans. 

“Sec.  424.  Restricted  stock  options. 

“Sec.  425.  Definitions  and  special  rules. 

6  “SEC.  421.  GENERAL  RULES. 

7  “  (a)  Effect  of  Qualifying  Transfer.— If  a  share 

8  of  stock  is  transferred  to  an  individual  in  a  transfer  in 

9  respect  of  which  the  requirements  of  section  422  (a) , 
10  423  (a) ,  or  424  (a)  are  met — 

“(1)  except  as  provided  in  section  422(c)  (1), 
no  income  shall  result  at  the  time  of  the  transfer  of 
such  share  to  the  individual  upon  his  exercise  of  the 
option  with  respect  to  such  share ; 

(2)  no  deduction  under  section  162  (relating 
to  trade  or  business  expenses)  shall  be  allowable  at 
any  time  to  the  employer  corporation,  a  parent  or 
subsidiary  corporation  of  such  corporation,  or  a  corpora¬ 
tion  issuing  or  assuming  a  stock  option  in  a  transaction 
to  which  section  425  (a)  applies,  with  respect  to  the 
share  so  transferred;  and 

(3)  no  amount  other  than  the  price  paid  under 
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the  option  shall  be  considered  as  received  by  any  of 
such  corporations  for  the  share  so  transferred. 

“  (b)  Effect  of  Disqualifying  Disposition. — If 
the  transfer  of  a  share  of  stock  to  an  individual  pursuant  to 
his  exercise  of  an  option  would  otherwise  meet  the  require¬ 
ments  of  section  422(a),  423(a),  or  424(a)  except  that 
there  is  a  failure  to  meet  any  of  the  holding  period  require¬ 
ments  of  section  422(a)  (1),  423(a)  (1),  or  424(a)  (1), 
then  any  increase  in  the  income  of  such  individual  or  deduc¬ 
tion  from  the  income  of  his  employer  corporation  for  the 
taxable  year  in  which  such  exercise  occurred  attributable  to 
such  disposition,  shall  be  treated  as  an  increase  in  income  or 
a  deduction  from  income  in  the  taxable  year  of  such  in¬ 
dividual  or  of  such  employer  corporation  in  which  such  dis¬ 
position  occurred. 

“(c)  Exercise  by  Estate.— 

"(1)  In  general. — If  an  option  to  which  this  part 
applies  is  exercised  after  the  death  of  the  employee  by 
the  estate  of  the  decedent,  or  by  a  person  who  acquired 
the  right  to  exercise  such  option  by  bequest  or  in¬ 
heritance  or  by  reason  of  the  death  of  the  decedent, 
the  provisions  of  subsection  (a)  shall  apply  to  the  same 
extent  as  if  the  option  had  been  exercised  by  the  dece¬ 
dent,  except  that — 

"(A)  the  holding  period  and  employment 
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requirements  of  sections  422  (a) ,  423  (a) ,  and  424 
(a)  shall  not  apply,  and 

“(B)  any  transfer  by  the  estate  of  stock  ac¬ 
quired  shall  he  considered  a  disposition  of  such  stock 
for  purposes  of  sections  423  (c)  and  424  (c)  (1) . 

“ (2)  Deduction  foe  estate  tax— If  an  amount 
is  required  to  be  included  under  section  422(c)  (1), 
423  (c),  or  424(c)  (1)  in  gross  income  of  the  estate 
of  the  deceased  employee  or  of  a  person  described  in 
paragraph  ( 1 ) ,  there  shall  be  allowed  to  the  estate  or 
such  person  a  deduction  with  respect  to  the  estate  tax 
attributable  to  the  inclusion  in  the  taxable  estate  of 
the  deceased  employee  of  the  net  value  for  estate  tax 
purposes  of  the  option.  For  this  purpose,  the  deduction 
shall  be  determined  under  section  691  (c)  as  if  the 
option  acquired  from  the  deceased  employee  were  an 
item  of  gross  income  in  respect  of  the  decedent  under 
section  691  and  as  if  the  amount  includible  in  gross 
income  under  section  422  (c)  (1) ,  423  (c) ,  or  424  (c) 

( 1 )  were  an  amount  included  in  gross  income  under 
section  691  in  respect  of  such  item  of  gross  income. 

“(B)  Basis  of  shaees  acquieed— In  the  case  of 
a  share  of  stock  acquired  by  the  exercise  of  an  option 
to  which  paragraph  (1)  applies — 

“(A)  the  basis  of  such  share  shall  include  so 
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much  of  the  basis  of  the  option  as  is  attributable  to 
such  share;  except  that  the  basis  of  such  share  shall 
be  reduced  by  the  excess  (if  any)  of  (i)  the 
(63)amount,  amount  which  would  have  been  in¬ 
cludible  in  gross  income  under  section  422  (c)  (1) , 
423  (c),  or  424(c)  (1)  if  the  employee  had  exer¬ 
cised  the  option  on  the  date  of  his  death  and  had 
held  the  share  acquired  pursuant  to  such  exercise 
at  the  time  of  his  death,  over  (ii)  the  amount  which 
is  includible  in  gross  income  under  such  section;  and 
“  (B)  the  last  sentence  of  sections  422  (c)  (1) , 
423  (c),  and  424(c)  (1)  shall  apply  only  to  the 
extent  that  the  amount  includible  in  gross  income 
under  such  sections  exceeds  so  much  of  the  basis 
of  the  option  as  is  attributable  to  such  share. 

“SEC.  422.  QUALIFIED  STOCK  OPTIONS. 

“  (a)  In  General. — Subject  to  the  provisions  of  sub¬ 
section  (c)  (1),  section  421  (a)  shall  apply  with  respect  to 
the  transfer  of  a  share  of  stock  to  an  individual  pursuant  to  his 
exercise  of  a  qualified  stock  option  if — 

“  ( 1 )  no  disposition  of  such  share  is  made  by  such 
individual  within  the  3-year  period  beginning  on  the  day 
after  the  day  of  the  transfer  of  such  share,  and 

“  (2)  at  all  times  during  the  period  beginning  with 
the  date  of  the  granting  of  the  option  and  ending  on 
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the  day  3  months  before  the  date  of  such  exercise,  such 
individual  was  an  employee  of  either  the  corporation 
granting  such  option,  a  parent  or  subsidiary  corporation 
of  such  corporation,  or  a  corporation  or  a  parent  or  sub¬ 
sidiary  corporation  of  such  corporation  issuing  or  assum¬ 
ing  a  stock  option  in  a  transaction  to  which  section 
425  (a)  applies. 

“  (b)  Qualified  Stock  Option. — For  purposes  of  this 
part,  the  term  ‘qualified  stock  option’  means  an  option 
granted  to  an  individual  after  (64)4nnc  44T  1963  December 
31 ,  1963  (other  than  a  restricted  stock  option  granted  pur¬ 
suant  to  a  contract  described  in  section  (65)124  (e)  (4)  -fA-) 
424(c)(3)  (A) ) ,  for  any  reason  connected  with  his  employ¬ 
ment  by  a  corporation,  if  granted  by  the  employer  corpora¬ 
tion  or  its  parent  or  subsidiary  corporation,  to  purchase  stock 
of  any  of  such  corporations,  but  only  if — 

“(i)  the  option  is  granted  pursuant  to  a  plan 
which  includes  the  aggregate  number  of  shares  which 
may  be  issued  under  options,  and  the  employees  (or 
class  of  employees)  eligible  to  receive  options,  and 
which  is  approved  by  the  stockholders  of  the  granting 
corporation  within  12  months  before  or  after  the  date 
such  plan  is  adopted ; 

“(2)  such  option  is  granted  within  10  years  from 
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the  date  such  plan  is  adopted,  or  the  date  such  plan 
is  approved  by  the  stockholders,  whichever  is  earlier; 

“(3)  such  option  by  its  terms  is  not  exercisable 
after  the  expiration  of  5  years  from  the  date  such 
option  is  granted; 

“  (4)  except  as  provided  in  subsection  (c)  (1), 
the  option  price  is  not  less  than  the  fair  market  value 
of  the  stock  at  the  time  such  option  is  granted; 

“  (5)  such  option  by  its  terms  is  not  exercisable 
while  there  is  outstanding  (within  the  meaning  of  sub¬ 
section  (c)  (2)  )  any  qualified  stock  option  (or  re¬ 
stricted  stock  option)  which  was  granted,  before  the 
granting  of  such  option,  to  such  individual  to  purchase 
stock  in  his  employer  corporation  or  in  a  corporation 
which  (at  the  time  of  the  granting  of  such  option)  is  a 
parent  or  subsidiary  corporation  of  the  employer  corpora¬ 
tion,  or  in  a  predecessor  corporation  of  any  of  such 
corporations ; 

“(6)  such  option  by  its  terms  is  not  transferable 
by  such  individual  otherwise  than  by  will  or  the  laws 
of  descent  and  distribution,  and  is  exercisable,  during 
his  lifetime,  only  by  him ;  and 

“  (7)  such  individual,  immediately  after  such  option 
is  granted,  does  not  own  stock  possessing  more  than  5 


3671 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 


12G 


percent  of  the  total  combined  voting  power  or  value  of 
all  classes  of  stock  of  the  employer  corporation  or  of  its 
parent  or  subsidiary  corporation;  except  that  if  the 
equity  capital  of  such  corporation  or  corporations  (de¬ 
termined  at  the  time  the  option  is  granted)  is  less  than 
$2,000,000,  then,  for  purposes  of  applying  the  limita¬ 
tion  of  this  paragraph,  there  shall  be  added  to  such 
5  percent  the  percentage  (not  higher  than  5  percent) 
which  bears  the  same  ratio  to  5  percent  as  the  difference 
between  such  equity  capital  and  $2,000,000  bears  to 
$1,000,000. 

“  (c)  Special  Rules.— 

“(i)  Exercise  of  option  when  price  is  less 
than  value  of  stock. — If  a  share  of  stock  is  trans¬ 
ferred  pursuant  to  the  exercise  by  an  individual  of  an 
option  which  fails  to  qualify  as  a  qualified  stock  option 
under  subsection  (b)  because  there  was  a  failure  in  an 
attempt,  made  in  good  faith,  to  meet  the  requirement  of 
subsection  (b)  (4),  the  requirement  of  subsection  (b) 
(4)  shall  be  considered  to  have  been  met,  but  there 
shall  be  included  as  compensation  (and  not  as  gain  upon 
the  sale  or  exchange  of  a  capital  asset)  in  his  gross  in¬ 
come  for  the  taxable  year  in  which  such  option  is  ex¬ 
ercised,  an  amount  equal  to  the  lesser  of — 

“(A)  150  percent  of  the  difference  between 
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the  option  price  and  the  fair  market  value  of  the 
share  at  the  time  the  option  was  granted,  or 

“(B)  the  difference  between  the  option  price 
and  the  fair  market  value  of  the  share  at  the  time 
of  such  exercise. 

The  basis  of  the  share  acquired  shall  be  increased  by  an 
amount  equal  to  the  amount  included  in  his  gross  income 
under  this  paragraph  in  the  taxable  year  in  which  the 
exercise  occurred. 

“(2)  Certain  options  treated  as  outstand¬ 
ing. — For  purposes  of  subsection  (b)  (5)  — 

“  (A)  any  restricted  stock  option  which  is  not 
terminated  before  January  1,  1965,  and 

“(B)  any  qualified  stock  option  granted  after 
(66) June  447  1963,  December  31, 1963, 
shall  be  treated  as  outstanding  until  such  option  is  exer¬ 
cised  in  full  or  expires  by  reason  of  the  lapse  of  time. 
For  purposes  of  the  preceding  sentence,  a  restricted  stock 
option  granted  before  (67)Junc  44*7  4-963,-  January  1, 
1964,  shall  not  be  treated  as  outstanding  for  any  period 
before  the  first  day  on  which  (under  the  terms  of  such 
option)  it  may  be  exercised. 

“(3)  Options  granted  to  certain  share¬ 
holders. — For  purposes  of  subsection  (b)  (7)  — 
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“  (A)  the  term  ‘equity  capital’  means — 

“  (i)  in  the  case  of  one  corporation,  the 
sum  of  its  money  and  other  property  (in  an 
amount  equal  to  the  adjusted  basis  of  such 
property  for  determining  gain) ,  less  the  amount 
of  its  indebtedness  (other  than  indebtedness  to 
shareholders) ,  and 

“  (ii)  in  the  case  of  a  group  of  corporations 
consisting  of  a  parent  and  its  subsidiary  cor¬ 
porations,  the  sum  of  the  equity  capital  of  each 
of  such  corporations  adjusted,  under  regulations 
prescribed  by  the  Secretary  or  his  delegate,  to 
eliminate  the  effect  of  intercorporate  ownership 
(68)er  and  transactions  among  such  corpora¬ 
tions  ; 

“(B)  the  rules  of  section  425(d)  shall  apply 
in  determining  the  stock  ownership  of  the  indi¬ 
vidual;  and 

“(C)  stock  which  the  individual  may  purchase 
under  outstanding  options  shall  be  treated  as  stock 
owned  by  such  individual. 

If  an  individual  is  granted  an  option  which  permits 
him  to  purchase  stock  in  excess  of  the  limitation  of 
subsection  (b)  (7)  (determined  by  applying  the  rules 
of  this  paragraph) ,  such  option  shall  be  treated  as 
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meeting  the  requirement  of  subsection  (b)  (7)  to  the 
extent  that  such  individual  could,  if  the  option  were  fully 
exercised  at  the  time  of  grant,  purchase  stock  under 
such  option  without  exceeding  such  limitation.  The 
portion  of  such  option  which  is  treated  as  meeting  the 
requirement  of  subsection  (b)  (7)  shall  be  deemed 
to  be  that  portion  of  the  option  which  is  first  exercised. 
“(4)  Certain  disqualifying  dispositions 

WHERE  AMOUNT  REALIZED  IS  LESS  THAN  VALUE  AT 
EXERCISE— If— 

"(A)  an  individual  who  has  acquired  a  share 
of  stock  by  the  exercise  of  a  qualified  stock  option 
makes  a  disposition  of  such  share  within  the  3-year 
period  described  in  subsection  (a)  (1) ,  and 

“  (B)  sucb  disposition  is  a  sale  or  exchange 
with  respect  to  which  a  loss  (if  sustained)  would 
be  recognized  to  such  individual, 
then  the  amount  which  is  includible  in  the  gross  income 
of  such  individual,  and  the  amount  which  is  deductible 
from  the  income  of  his  employer  corporation,  as  com¬ 
pensation  attributable  to  the  exercise  of  such  option  shall 
not  exceed  the  excess  (if  any)  of  tbe  amount  realized 
on  such  sale  or  exchange  over  the  (69)amaunt  paid  for 
adjusted  basis  of  such  share. 
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“(5)  Certain  transfers  by  insolvent  indi¬ 
viduals. — If  an  insolvent  individual  holds  a  share  of 
stock  acquired  pursuant  to  his  exercise  of  a  qualified 
stock  option,  and  if  such  share  is  transferred  to  a  trustee, 
receiver,  or  other  similar  fiduciary,  in  any  proceeding 
under  the  Bankruptcy  Act  or  any  other  similar  insol¬ 
vency  proceeding,  neither  such  transfer,  nor  any  other 
transfer  of  such  share  for  the  benefit  of  his  creditors 
in  such  proceeding,  shall  constitute  a  ‘disposition  of 
such  share’  for  purposes  of  subsection  (a)  (1) . 

Coy  (6)  Exception  to  application  of  sub¬ 
section  (b)(5). — Paragraph  (5)  of  subsection  (b)  shall 
not  apply  if — 

“(A)  the  option  being  granted  and  all  outstand¬ 
ing  qualified  (or  restricted)  stock  options  referred 
to  in  subsection  (b)(5)  are  to  purchase  stock  of  the 
same  class  in  the  same  corporation,  and 

“(B)  the  price  payable  under  each  such  out¬ 
standing  option  (as  of  the  date  of  grant  of  the 
option  being  granted)  is  not  more  than  the  option 
price  of  the  option  being  granted. 

“SEC.  423.  EMPLOYEE  STOCK  PURCHASE  PLANS. 

“(a)  General  Rule— Section  421(a)  shall  apply 
with  respect  to  the  transfer  of  a  share  of  stock  to  an  individ¬ 
ual  pursuant  to  his  exercise  of  an  option  granted  after 
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( [7 l)Jimc  44-y  -1063  December  31,  1963  (other  than  a  re¬ 
stricted  stock  option  granted  pursuant  to  a  plan  described  in 
section  (7 2)424-( of-fl-)-  ( B )  424(c)  (3)  (B ) ) ,  under  an  em¬ 
ployee  stock  purchase  plan  (as  defined  in  subsection  (b)  ) 
if— 

“  ( 1 )  no  disposition  of  such  share  is  made  by  him 
within  2  years  after  the  date  of  the  granting  of  the 
option  nor  within  6  months  after  the  transfer  of  such 
share  to  him ;  and 

“  (2)  at  all  times  during  the  period  beginning  with 
the  date  of  the  granting  of  the  option  and  ending  on 
the  day  3  months  before  the  date  of  such  exercise,  he 
is  an  employee  of  the  corporation  granting  such  option, 
a  parent  or  subsidiary  corporation  of  such  corporation, 
or  a  corporation  or  a  parent  or  subsidiary  corporation 
of  such  corporation  issuing  or  assuming  a  stock  option 
in  a  transaction  to  which  section  425  (a)  applies. 

“(b)  Employee  Stock  Purchase  Plan. — For  pur¬ 
poses  of  this  part,  the  term  ‘employee  stock  purchase  plan’ 
means  a  plan  which  meets  the  following  requirements: 

“  ( 1 )  the  plan  provides  that  options  are  to  be 
granted  only  to  employees  of  the  employer  corporation 
or  of  its  parent  or  subsidiary  corporation  to  purchase 
stock  in  any  such  (73)oorporaUens  corporation ; 

“(2)  such  plan  is  approved  by  the  stockholders 
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of  the  granting  corporation  within  12  months  before  or 
after  the  date  such  plan  is  adopted; 

“  (3)  under  the  terms  of  the  plan,  no  employee  can 
be  granted  an  option  if  such  employee,  immediately 
after  the  option  is  granted,  owns  stock  possessing  5  per¬ 
cent  or  more  of  the  total  combined  voting  power  or  value 
of  all  classes  of  stock  of  the  employer  corporation  or  of 
its  parent  or  subsidiary  corporation.  For  purposes  of 
this  paragraph,  the  rules  of  section  425  (d)  shall  apply 
in  determining  the  stock  ownership  of  an  individual,  and 
stock  which  the  employee  may  purchase  under  outstand¬ 
ing  options  shall  be  treated  as  stock  owned  by  the  em¬ 
ployee  ; 

“  (4)  under  the  terms  of  the  plan,  options  are  to  he 
granted  to  all  employees  of  any  corporation  whose  em¬ 
ployees  are  granted  any  of  such  options  by  reason  of 
their  employment  by  such  corporation,  except  that  there 
may  be  excluded — 

“  (A)  employees  who  have  been  employed  less 
than  2  years, 

“  (B)  employees  whose  customary  employment 
is  20  hours  or  less  per  week, 

“(C)  employees  whose  customary  employment 
is  for  not  more  than  5  months  in  anv  calendar  year, 
and 
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“(D)  officers,  persons  whose  principal  duties 
consist  of  supervising  the  work  of  other  employees, 
or  highly  compensated  employees; 

“  (5)  under  the  terms  of  the  plan,  all  employees 
granted  such  options  shall  have  the  same  rights  and 
privileges,  except  that  the  amount  of  stock  which  may 
be  purchased  by  any  employee  under  such  option  may 
hear  a  uniform  relationship  to  the  total  compensation, 
or  the  basic  or  regular  rate  of  compensation,  of  em¬ 
ployees,  and  the  plan  may  provide  that  no  employee 
may  purchase  more  than  a  maximum  amount  of  stock 
fixed  under  the  plan ; 

“  (6)  under  the  terms  of  the  plan,  the  option  price 
is  not  less  than  the  lesser  of — 

“  (A)  an  amount  equal  to  85  percent  of  the 
fair  market  value  of  the  stock  at  the  time  such  option 
is  granted,  or 

“(B)  an  amount  which  under  the  terms  of  the 
option  may  not  be  less  than  85  percent  of  the  fair 
market  value  of  the  stock  at  the  time  such  option  is 
exercised ; 

“  (7)  under  the  terms  of  the  plan,  such  option  can¬ 
not  be  exercised  after  the  expiration  of — 

“(A)  5  years  from  the  date  such  option  is 
granted  if.  under  the  terms  of  such  plan,  the  option 
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price  is  to  be  not  less  than  85  percent  of  the  fair 
market  value  of  such  stock  at  the  time  of  the  exer¬ 
cise  of  the  option,  or 

“(B)  27  months  from  the  date  such  option  is 
granted,  if  the  option  price  is  not  determinable  in 
the  manner  described  in  subparagraph  (A)  ; 

“  (8)  under  the  terms  of  the  plan,  no  employee 
may  be  granted  an  option  which  permits  his  rights  to 
purchase  stock  under  all  such  plans  of  his  employer 
corporation  and  its  parent  and  subsidiary  corporations 
to  accrue  at  a  rate  which  exceeds  $25,000  of  fair  mar¬ 
ket  value  of  such  stock  (determined  at  the  time  such 
option  is  granted)  for  each  calendar  year  in  which  such 
option  is  outstanding  at  any  time.  For  purposes  of  this 
paragraph — 

“  (A)  the  right  to  purchase  stock  under  an 
option  accrues  when  the  option  (or  any  portion 
thereof)  first  becomes  exercisable  during  the 
calendar  year; 

“(B)  the  right  to  purchase  stock  under  an 
option  accrues  at  the  rate  provided  in  the  option, 
but  in  no  case  may  such  rate  exceed  $25,000  of 
fair  market  value  of  such  stock  (determined  at  the 
time  such  option  is  granted)  for  any  one  calendar 
year;  and 
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“(C)  a  right  to  purchase  stock  which  has 
accrued  under  one  option  granted  pursuant  to  the 
plan  may  not  be  carried  over  to  any  other  option; 
and 

“(9)  under  the  terms  of  the  plan,  such  option  is 
not  transferable  by  such  individual  otherwise  than  bv 
will  or  the  laws  of  descent  and  distribution,  and  is  exer¬ 
cisable,  during  his  lifetime,  only  by  him. 

For  purposes  of  paragraphs  (3)  to  (9),  inclusive,  where 
additional  terms  are  contained  in  an  offering  made  under  a 
plan,  such  additional  terms  shall,  with  respect  to  options 
exercised  under  such  offering,  be  treated  as  a  part  of  the 
terms  of  such  plan. 

“  ( c )  Special  Eule  Where  Option  Price  Is  Between 
85  Percent  and  100  Percent  of  Value  of  Stock.— If  the 
option  price  of  a  share  of  stock  acquired  by  an  individual  pursu¬ 
ant  to  a  transfer  to  which  subsection  (a)  applies  was  less  than 
100  percent  of  the  fair  market  value  of  such  share  at  the 
time  such  option  was  granted,  then,  in  the  event  of  any 
disposition  of  such  share  by  him  which  meets  the  holding 
period  requirements  of  subsection  (a),  or  in  the  event  of 
his  death  (whenever  occurring)  while  owning  such  share, 
there  shall  be  included  as  compensation  (and  not  as  gain 
upon  the  sale  or  exchange  of  a  capital  asset)  in  his  gross 
income,  for  the  taxable  year  in  which  falls  the  date  of 
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such  disposition  or  for  the  taxable  year  closing  with  his 
death,  whichever  applies,  an  amount  equal  to  the  lesser  of — 
“  ( 1 )  the  excess  of  the  fair  market  value  of  the 
share  at  the  time  of  such  disposition  or  death  over 
the  amount  paid  for  the  share  under  the  option,  or 
“  (2)  the  excess  of  the  fair  market  value  of  the 
share  at  the  time  the  option  was  granted  over  the  option 
price. 

If  the  option  price  is  not  fixed  or  determinable  at  the  time 
the  option  is  granted,  then  for  purposes  of  this  subsection, 
the  option  price  shall  be  determined  as  if  the  option  were 
exercised  at  such  time.  In  the  case  of  the  disposition  of 
such  share  by  the  individual,  the  basis  of  the  share  in  his 
hands  at  the  time  of  such  disposition  shall  be  increased  by  an 
amount  equal  to  the  amount  so  includible  in  his  gross  income. 
“SEC.  424.  RESTRICTED  STOCK  OPTIONS. 

“(a)  In  General. — Section  421(a)  shall  apply  with 
respect  to  the  transfer  of  a  share  of  stock  to  an  individual 
pursuant  to  his  exercise  after  1949  of  a  restricted  stock 
option,  if — 

“  ( 1 )  no  disposition  of  such  share  is  made  by  him 
within  2  years  from  the  date  of  the  granting  of  the 
option  nor  within  6  months  after  the  transfer  of  such 
share  to  him,  and 
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“  (2)  at  the  time  he  exercises  such  option — 

“  (A)  he  is  an  employee  of  either  the  corpora¬ 
tion  granting  such  option,  a  parent  or  subsidiary 
corporation  of  such  corporation,  or  a  corporation  or 
a  parent  or  subsidiary  corporation  of  such  corpora¬ 
tion  issuing  or  assuming  a  stock  option  in  a  trans¬ 
action  to  which  section  425(a)  applies,  or 

“(B)  be  ceased  to  be  an  employee  of  such 
corporations  within  the  3-month  period  preceding 
the  time  of  exercise. 

“(h)  RrcsTinrrEi)  Stock  Option. — For  purposes  of 
this  part,  the  term  ‘restricted  stock  option’  means  an  option 
granted  after  February  26,  1945,  and  before  (74)  4u+te  4^4 
1963  January  1,  1964  (or,  if  it  meets  the  requirements  of 
subsection  (75)-fe)  -(4)-  (c)(3),  an  option  granted  after  (76) 
June  44-7  1963  December  31,  1963) ,  to  an  individual,  for  any 
reason  connected  with  his  employment  by  a  corporation,  if 
granted  by  the  employer  corporation  or  its  parent  or  sub¬ 
sidiary  corporation,  to  purchase  stock  of  any  of  such  corpo¬ 
rations,  but  only  if — 

“  ( 1 )  at  the  time  such  option  is  granted — 

“  (A)  the  option  price  is  at  least  85  percent  of 
the  fair  market  value  at  such  time  of  the  stock  sub¬ 
ject  to  the  option,  or 
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“  (B)  in  the  case  of  a  variable  price  option,  the 
option  price  (computed  as  if  the  option  had  been 
exercised  when  granted)  is  at  least  85  percent  of 
the  fair  market  value  of  the  stock  at  the  time  such 
option  is  granted; 

“  (2)  such  option  by  its  terms  is  not  transferable  by 
such  individual  otherwise  than  by  will  or  the  laws  of 
descent  and  distribution,  and  is  exercisable,  during  his 
lifetime,  only  by  him ; 

“(3)  such  individual,  at  the  time  the  option  is 
granted,  does  not  own  stock  possessing  more  than  10 
percent  of  the  total  combined  voting  power  of  all  classes 
of  stock  of  the  employer  corporation  or  of  its  parent 
or  subsidiary  corporation.  This  paragraph  shall  not  apply 
if  at  the  time  such  option  is  (77)grantedT  granted  the 
option  price  is  at  least  110  percent  of  the  fair  market 
value  of  the  stock  subject  to  the  option,  and  such  option 
either  by  its  terms  is  not  exercisable  after  the  expiration 
of  5  years  from  the  date  such  option  is  granted  or  is  exer¬ 
cised  within  one  year  after  August  16,  1954.  For 
purposes  of  this  paragraph,  the  provisions  of  section  425 
(d)  shall  apply  in  determining  the  stock  ownership  of  an 
individual;  and 

“(4)  such  option  by  its  terms  is  not  exercisable 
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after  the  expiration  of  10  years  from  the  date  such 
option  is  granted,  if  such  option  has  been  granted  on  or 
after  June  22,  1954. 

“(c)  Special  Rules.— 

“  (1)  Options  under  which  option  price  is 

BETWEEN  85  PERCENT  AND  95  PERCENT  OF  VALUE  OF 
stock. — If  no  disposition  of  a  share  of  stock  acquired  by 
an  individual  on  his  exercise  after  1949  of  a  restricted 
stock  option  is  made  by  him  within  2  years  from  the  date 
of  the  granting  of  the  option  nor  within  6  months  after 
the  transfer  of  such  share  to  him,  but,  at  the  time  the 
restricted  stock  option  was  granted,  the  option  price 
(computed  under  subsection  (b)  (1))  was  less  than 
95  percent  of  the  fair  market  value  at  such  time  of  such 
share,  then,  in  the  event  of  any  disposition  of  such  share 
by  him,  or  in  the  event  of  his  death  (whenever  occur¬ 
ring)  while  owning  such  share,  there  shall  be  included 
as  compensation  (and  not  as  gain  upon  the  sale  or  ex¬ 
change  of  a  capital  asset)  in  his  gross  income,  for  the 
taxable  year  in  which  falls  the  date  of  such  disposition 
or  for  the  taxable  year  closing  with  his  death,  whichever 
applies — 

“  (A)  in  the  case  of  a  share  of  stock  acquired 

under  an  option  qualifying  under  subsection  (b) 
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(1)  (A) ,  an  amount  equal  to  the  amount  (if  any) 
by  which  the  option  price  is  exceeded  by  the  lesser 
of — 

“(i)  the  fair  market  value  of  the  share  at 
the  time  of  such  disposition  or  death,  or 

“  (ii)  the  fair  market  value  of  the  share 
at  the  time  the  option  was  granted;  or 
“(B)  in  the  case  of  stock  acquired  under  an 
-  option  qualifying  under  subsection  (b)  (1)  (B) ,  an 
amount  equal  to  the  lesser  of — 

“  (i)  the  excess  of  the  fair  market  value  of 
the  share  at  the  time  of  such  disposition  or 
death  over  the  price  paid  under  the  option,  or 
“  (ii)  the  excess  of  the  fair  market  value  of 
the  share  at  the  time  the  option  was  granted 
over  the  option  price  (computed  as  if  the  option 
had  been  exercised  at  such  time) . 

In  the  case  of  a  disposition  of  such  share  by  the  indi¬ 
vidual,  the  basis  of  the  share  in  his  hands  at  the  time 
of  such  disposition  shall  be  increased  by  an  amount 
equal  to  the  amount  so  includible  in  his  gross  income. 
(78)“-(g)  Stockholder  approval. — her  purposes  of 
this  seetieip  if  the  grout  of  au  option  is  subject  to  ap¬ 
proval  by  stockholders,  the  date  of  grant  of  the  option 
shah  be  determined  as  if  the  option  had  not  been  subject 
to  such  approvah 


3686 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

*» 

— -j 

23 

24 

25 


141 


“(79X8)-  rsj  Variable  price  option. — For  pur¬ 
poses  of  subsection  (b)  (1),  the  term  ‘variable  price 
option  means  an  option  under  which  the  purchase  price 

of  the  stock  is  fixed  or  determinable  under  a  formula  in 

% 

which  the  only  variable  is  the  fair  market  value  of  the 
stock  at  any  time  during  a  period  of  6  months  which  in¬ 
cludes  the  time  the  option  is  exercised;  except  that  in  the 
case  of  options  granted  after  September  30,  1958,  such 
term  does  not  include  any  such  option  in  which  such 
formula  provides  for  determining  such  price  by  reference 
to  the  fair  market  value  of  the  stock  at  any  time  before 
the  option  is  exercised  if  such  value  may  he  greater  than 
the  average  fair  market  value  of  the  stock  during  the 
calendar  month  in  which  the  option  is  exercised. 

'k(S0)-f4f  (:■})  Certain  options  granted  after 

(8l)rPENE  -H-j  TiHi  3  DECEMBER  31,  1963. — For  purposes 
of  subsection  (b) ,  an  option  granted  after  (82)June  44? 
496 -b  December  31,  1963,  meets  the  requirements  of 
this  paragraph  if  granted  pursuant  to — 

“(A)  a  binding  written  contract  entered  into 
before  (83)9mno  44b  4963,  Janvary  1,  1964,  or 
“(B)  a  written  plan  adopted  and  approved 
before  (84)44me  44b  4963,  January  7,  1964,  which 
(as  of  (85)rhme  4-27  4964b  January  1,  1964,  and 
as  of  the  date  of  the  granting  of  the  option)  — 
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“  (i)  met  the  requirements  of  paragraphs 
(4)  and  (5)  of  section  423  (b) ,  or 

“  (ii)  was  being  administered  in  a  way 
which  did  not  discriminate  in  favor  of  officers, 

0 

persons  whose  principal  duties  consist  of  super¬ 
vising  the  work  of  other  employees,  or  highly 
compensated  employees. 

“SEC.  425.  DEFINITIONS  AND  SPECIAL  RULES. 

“(a)  Corporate  Reorganizations,  Liquidations, 
Etc. — For  purposes  of  this  part,  the  term  ‘issuing  or  assum¬ 
ing  a  stock  option  in  a  transaction  to  which  section  425  (a) 
applies’  means  a  substitution  of  a  new  option  for  the  old 
option,  or  an  assumption  of  the  old  option,  by  an  employer 
corporation,  or  a  parent  or  subsidiary  of  such  corporation, 
by  reason  of  a  corporate  merger,  consolidation,  acquisition  of 
property  or  stock,  separation,  reorganization,  or  liquidation, 
if— 

“  ( 1 )  the  excess  of  the  aggregate  fair  market  value 
of  the  shares  subject  to  the  option  immediately  after  the 
substitution  or  assumption  over  the  aggregate  option 
price  of  such  shares  is  not  more  than  the  excess  of  the 
aggregate  fair  market  value  of  all  shares  subject  to  the 
option  immediately  before  such  substitution  or  assump¬ 
tion  over  the  aggregate  option  price  of  such  shares,  and 
“(2)  the  new  option  or  the  assumption  of  the  old 
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option  does  not  give  the  employee  additional  benefits 
which  he  did  not  have  under  the  old  option. 

For  purposes  of  this  subsection,  the  parent-subsidiary  rela¬ 
tionship  shall  be  determined  at  the  time  of  any  such  trans¬ 
action  under  this  subsection. 

“(b)  Acquisition  of  New  Stock.— For  purposes  of 
this  part,  if  stock  is  received  by  an  individual  in  a  distribu¬ 
tion  to  which  section  305,  354,  355,  356,  or  1036  (or  so 
much  of  section  1031  as  relates  to  section  1036)  applies,  and 
such  distribution  was  made  with  respect  to  stock  transferred 
to  him  upon  his  exercise  of  the  option,  such  stock  shall  be 
considered  as  having  been  transferred  to  him  on  his  exercise 
of  such  option.  A  similar  rule  shall  be  applied  in  the  case  of  a 
series  of  such  distributions. 

“(c)  Disposition. — 

“  ( 1 )  In  general. — Except  as  provided  in  para¬ 
graph  ( 2 ) ,  for  purposes  of  this  part,  the  term  ‘disposi¬ 
tion’  includes  a  sale,  exchange,  gift,  or  a  transfer  of  legal 
title,  but  does  not  include — 

“(A)  a  transfer  from  a  decedent  to  an  estate 
or  a  transfer  by  bequest  or  inheritance; 

“(B)  an  exchange  to  which  section  354,  355, 
356,  or  1036  (or  so  much  of  section  1031  as  relates 
to  section  1036)  applies;  or 

“(C)  a  mere  pledge  or  hypothecation. 
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“(2)  Joint  tenancy. — The  acquisition  of  a  share 
of  stock  in  the  name  of  the  employee  and  another  jointly 
with  the  right  of  survivorship  or  a  subsequent  transfer 
of  a  share  of  stock  into  such  joint  ownership  shall  not 
be  deemed  a  disposition,  but  a  termination  of  such  joint 
tenancy  (except  to  the  extent  such  employee  acquires 
ownership  of  such  stock)  shall  be  treated  as  a  disposition 
by  him  occurring  at  the  time  such  joint  tenancy  is 
terminated. 

“(d)  Attribution  of  Stock  Ownership— For  pur¬ 
poses  of  this  part,  in  applying  the  percentage  limitations  of 
sections  422(b)  (7),  423  (b)  (3),  and  424(b)  (3)  — 

“(1)  the  individual  with  respect  to  whom  such 
limitation  is  being  determined  shall  be  considered  as 
owning  the  stock  owned,  .directly  or  indirectly,  by  or 
for  his  brothers  and  sisters  (whether  by  the  whole  or 
half  blood),  spouse,  ancestors,  and  lineal  descendants; 
and 

“  (2)  stock  owned,  directly  or  indirectly,  by  or  for 
a  corporation,  partnership,  estate,  or  trust,  shall  he  con¬ 
sidered  as  being  owned  proportionately  by  or  for  its 
shareholders,  partners,  or  beneficiaries. 
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“(e)  Parent  Corporation. — For  purposes  of  this 
part,  the  term  ‘parent  corporation’  means  any  corporation 
(other  than  the  employer  corporation)  in  an  unbroken  chain 
of  corporations  ending  with  the  employer  corporation  if,  at 
the  time  of  the  granting  of  the  option,  each  of  the  corpora¬ 
tions  other  than  the  employer  corporation  owns  stock  pos¬ 
sessing  50  percent  or  more  of  the  total  combined  voting 
power  of  all  classes  of  stock  in  one  of  the  other  corporations 
in  such  chain. 

“  (f)  Subsidiary  Corporation— For  purposes  of  this 
part,  the  term  ‘subsidiary  corporation’  means  any  corporation 
(other  than  the  employer  corporation)  in  an  unbroken  chain 
of  corporations  beginning  with  the  employer  corporation 
if,  at  the  time  of  the  granting  of  the  option,  each  of  the  cor¬ 
porations  other  than  the  last  corporation  in  the  unbroken 
chain  owns  stock  possessing  50  percent  or  more  of  the  total 
combined  voting  power  of  all  classes  of  stock  in  one  of  the 
other  corporations  in  such  chain. 

“(g)  Special  Rule  for  Applying  Subsections 
(e)  and  (f) . — In  applying  subsections  (e)  and  (f)  for 
purposes  of  section  422(a)  (2),  423(a)  (2),  and  424(a) 
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(2),  there  shall  be  substituted  for  the  term  ‘employer  cor¬ 
poration’  wherever  it  appears  in  subsections  (e)  and  (f)  the 
term  ‘grantor  corporation’,  or  the  term  ‘corporation  issuing 
or  assuming  a  stock  option  in  a  transaction  to  which  section 
425  (a)  applies’,  as  the  case  may  be. 

“  (h)  Modification,  Extension,  or  Renewal  of 
Option. — 

‘‘(1)  In  general. — For  purposes  of  this  part,  if 
the  terms  of  any  option  to  purchase  stock  are  modified, 
extended,  or  renewed,  such  modification,  extension,  or 
renewal  shall  be  considered  as  the  granting  of  a  new 
option. 

“  (2)  Special  rules  for  sections  423  and  424 

OPTIONS.— 

“  (A)  In  the  case  of  the  transfer  of  stock  pur¬ 
suant  to  the  exercise  of  an  option  to  which  section 
423  or  424  applies  and  which  has  been  so  modified, 
extended,  or  renewed,  then,  except  as  provided  in 
subparagraph  (B) ,  the  fair  market  value  of  such 
stock  at  the  time  of  the  granting  of  such  option  shall 
be  considered  as  whichever  of  the  following  is  the 
highest : 

“  (i)  the  fair  market  value  of  such  stock 
on  the  date  of  the  original  granting  of  the 
option, 
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( ii )  the  fair  market  value  of  such  stock 
on  the  date  of  the  making  of  such  modifica¬ 
tion,  extension,  or  renewal,  or 

(iii)  the  fair  market  value  of  such  stock 
at  the  time  of  the  making  of  any  intervening 
modification,  extension,  or  renewal. 

“(B)  Subparagraph  (A)  shall  not  apply  with 
respect  to  a  modification,  extension,  or  renewal  of 
a  restricted  stock  option  before  (86)Junc  44^  1963 
January  1,  1964  (or  after  (87)Jimc  44-y  4963, 
December  31,  1963,  if  made  pursuant  to  a  binding 
written  contract  entered  into  before  (88)Atme  44^ 
4-963  Ja7iuary  1,  1964),  if  the  aggregate  of  the 
monthly  average  fair  market  values  of  the  stock  sub¬ 
ject  to  the  option  for  the  12  consecutive  calendar 
months  before  the  date  of  the  modification,  exten¬ 
sion,  or  renewal,  divided  by  12,  is  an  amount  less 
than  80  percent  of  the  fair  market  value  of  such 
stock  on  the  date  of  the  original  granting  of  the 
option  or  the  date  of  the  making  of  any  intervening 
modification,  extension,  or  renewal,  whichever  is 
the  highest. 

“(3)  Definition  of  modification.— The  term 
‘modification’  means  any  change  in  the  terms  of  the 
option  which  gives  the  employee  additional  benefits 
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under  the  option,  but  such  term  shall  not  include  a 
change  in  the  terms  of  the  option — 

“(A)  attributable  to  the  issuance  or  assump¬ 
tion  of  an  option  under  subsection  (a)  ;  (89)er 
“(B)  to  permit  the  option  to  qualify  under 
sections  422  (b)  (6) ,  423  (b)  (9) ,  and  (90)4-14 
-fb-Hg)-.  424(b)(2);  or 

(91)‘Y  C)  in  the  case  of  an  option  not  immediately 
exercisable  in  full,  to  accelerate  the  time  at  which 
the  option  may  be  exercised. 

If  a  restricted  stock  option  is  exercisable  after  the  expira¬ 
tion  of  10  years  from  the  date  such  option  is  granted,  sub- 
paragraph  (B)  shall  not  apply  unless  the  tenns  of  the 
option  are  also  changed  to  make  it  not  exercisable  after 
the  expiration  of  such  period. 

(92)' Y i) Stockholder  Approval. — For  purposes  of  this 
part,  if  the  grant  of  an  option  is  subject  to  approval  by 
stockholders,  the  date  of  grant  of  the  option  shall  be  deter¬ 
mined  as  if  the  option  had  not  been  subject  to  such  approval. 
“C93Kif  (j)  Cross  References. — 

“For  provisions  requiring  the  reporting  of  certain  acts 
with  respect  to  a  qualified  stock  option,  options  granted 
under  employer  stock  purchase  plans,  or  a  restricted 
stock  option,  see  section  6039.” 
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(b)  Administrative  Provisions. — 

(1)  Reporting  requirement  for  certain 
options— Subpart  A  of  part  III  of  subchapter  A  of 
chapter  61  (relating  to  information  returns)  is  amended 
by  renumbering  section  6039  as  6040,  and  by  inserting 
after  section  6038  the  following  new  section : 

“SEC.  6039.  INFORMATION  REQUIRED  IN  CONNECTION 
WITH  CERTAIN  OPTIONS. 

“  (a)  Requirement  of  Reporting. — Every  corpora¬ 
tion — 

“  (1)  which  in  any  calendar  year  transfers  a  share 
of  stock  to  any  person  pursuant  to  such  person’s  exer¬ 
cise  of  a  qualified  stock  option  or  a  restricted  stock 
option,  or 

“(2)  which  in  any  calendar  year  records  (or  has 
by  its  agent  recorded)  a  transfer  of  the  legal  title  of  a 
share  of  stock — 

“  (A)  acquired  by  the  transferor  pursuant  to  his 
exercise  of  an  option  described  in  section  423  (c) 
(relating  to  special  rule  where  option  price  is  be¬ 
tween  85  percent  and  100  percent  of  value  of 
stock) ,  or 
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“(B)  acquired  by  the  transferor  pursuant  to 
his  exercise  of  a  restricted  stock  option  described  in 
section  424(c)(1)  (relating  to  options  under 
which  option  price  is  between  85  percent  and  95 
percent  of  value  of  stock) , 

shall,  for  such  calendar  year,  make  a  return  at  such  time 
and  in  such  manner,  and  setting  forth  such  information,  as 
the  Secretary  or  his  delegate  may  by  regulations  prescribe. 
For  purposes  of  the  preceding  sentence,  any  option  which  a 
corporation  treats  as  a  qualified  stock  option,  a  restricted 
stock  option,  or  an  option  granted  under  an  employee  stock 
purchase  plan,  shall  be  deemed  to  be  such  an  option.  A 
return  is  required  by  reason  of  a  transfer  described  in  para¬ 
graph  (2)  of  a  share  only  with  respect  to  the  first  transfer 
of  such  share  by  the  person  who  exercised  the  option. 

“(b)  Statements  To  Be  Furnished  to  Persons 
With  Respect  to  Whom  Information  Is  Furnished.— 
Every  corporation  making  a  return  under  subsection 
(a)  shall  furnish  to  each  person  whose  name  is  set  forth 
in  such  return  a  written  statement  setting  forth  such  informa¬ 
tion  as  the  Secretary  or  his  delegate  may  by  regulations 
prescribe.  The  written  statement  required  under  the  preced¬ 
ing  sentence  shall  be  furnished  to  the  person  on  or  before 
January  31  of  the  year  following  the  calendar  year  for  which 
the  return  under  subsection  (a)  was  made. 
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“  (c)  Identification  of  Stock. — Any  corporation 
which  transfers  any  share  of  stock  pursuant  to  the  exercise 
of  an  option  described  in  subsection  (a)  (2)  shall  identify 
such  stock  in  a  manner  adequate  to  carry  out  the  purposes 
of  this  section. 

“(d)  Cross  References. — 

“For  definition  of — 

“(1)  The  term  ‘qualified  stock  option’,  see  section 
422(b). 

“(2)  The  term  ‘employee  stock  purchase  plan’,  see  sec¬ 
tion  423(b). 

“(3)  The  term  ‘restricted  stock  option’,  see  section 
424(b).” 

(2)  Penalties  for  failure  to  file  informa¬ 
tion  returns. — Section  6652  (a)  (relating  to  failure 
to  file  certain  information  returns)  is  amended  to  read 
as  follows : 

Returns  Relating  to  Payments  of  Diyi 

DENDSj  EtGtt  ANB  CERTAIN  TRANSFERS  OF  STOGIE — In 
the  ease  of  each  failure  to  hie  a  statement  of — 

“  (1)  the  aggregate  amount  ef  payments  te  another 
person  required  by  section  6042  (a)  (1)-  (relating  to 
payments  of  dividends  aggregating  $40  or  more) ,  sec¬ 
tion  6044  (a)  -fl-)  (relating  to  payments  of  patronage 
dividends  aggregating  $40  or  more)  7  or  section  6040 
(a) -(4)  (relating  to  payments  of  interest  aggregating 
$40  or  more-)-;  or 
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—(■2)-  the  transfer  of  stoek  or  the  transfer  of  legal 
title  of  stoek  re^nire4  by  section  £030  -(relating  to 
information  in  connection  with  certain  options)  ? 
on  the  date  prescribed  therefor  -{determined  whh  regard  to 
any  extension  of  time  for  filing)  ?  nnless  it  is  shown  that  sneh 
failure  is  due  to  reasonable  cause  and  not  to  willful  neglect? 
there  shah  be  paid  -(upon  notiee  and  demand  by  the  Seere- 
tary  or  his  delegate  and  in  the  same  manner  as  tax)-?  by  the 
person  failing  to  so  hie  the  statement?  $40  for  each  sueh 
statement  not  so  hied?  but  the  total  amount  imposed  on  the 
delinquent  person  for  ah  sueh  failures  during  any  calendar 
year  shah  not  exceed  $25,0003^ 


u 


(a)  Returns  Relating  to  Payments  of  Divi¬ 


dends ,  Etc.  and  Certain  Transfers  of  Stock. — In 
the  case  of  each  failure — 

“(1)  to  file  a  statement  of  the  aggregate  amount 
of  payments  to  another  person  required  by  section  6042 
(a)(1)  (relating  to  payments  of  dividends  aggregating 
$10  or  more),  section  6044(a)(1)  (relating  to  pay¬ 
ments  of  patronage  dividends  aggregating  $10  or  more), 
or  section  6049(a)(1)  (relating  to  payments  of  interest 
aggregating  $10  or  more), 

“(2)  to  make  a  return  required  by  section  6039(a) 
(relating  to  reporting  information  in  connection  with 
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certain  options)  with  respect  to  a  transfer  of  stock  or  a 
transfer  of  legal  title  to  stock,  or 

(3)  to  make  a  return  required  hy  section  6052(a) 
(relating  to  reporting  payment  of  wages  in  the  form  of 
group-term  life  insurance)  with  respect  to  group-term 
life  insurance  on  the  life  of  an  employee, 
on  the  date  prescribed  therefor  (determined  with  regard  to 
any  extension  of  time  for  filing),  unless  it  is  shown  that  such 
failure  is  due  to  reasonable  cause  and  not  to  willful  neglect, 
there  shall  be  paid  (upon  notice  and  demand  by  the  Secre¬ 
tary  or  his  delegate  and  in  the  same  manner  as  tax),  by 
the  person  failing  to  file  a  statement  referred  to  in  paragraph 

(1)  or  failing  to  make  a  return  referred  to  in  paragraph 

(2)  or  (3),  $10  for  each  such  failure,  but  the  total  amount 
imposed  on  the  delinquent  person  for  all  such  failures  during 
any  calendar  year  shall  not  exceed  $25,000” 

(3)  Penalties  for  failure  to  furnish 

STATEMENTS  TO  PERSONS  WITH  RESPECT  TO  WHOM 
RETURNS  ARE  filed.— Section  6678  (relating  to  failure 
to  furnish  certain  statements)  is  amended — 

(A)  by  striking  out  “section  6042(c),”  and 
inserting  in  lieu  thereof  “section  6039(h),  6042 
(c) and 

(B)  by  striking  out  “section  6042(a)  (1),” 
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and  inserting  in  lieu  thereof  “section  6039(a), 

6042(a)  ( 1 ) 

(c)  Technical  Amendments. — 

(1)  Section  402(a)  (3)  (B)  (relating  to  tax¬ 
ability  of  beneficiary  of  employees’  trust)  is  amended 
by  striking  out  “section  421  (d)  (2)  and  (3)  ”  and  in¬ 
serting  in  lieu  thereof  “subsections  (e)  and  (f)  of 
section  425”. 

(2)  The  last  sentence  of  subparagraph  (B)  of 
section  691  (c)  (2)  (relating  to  allowance  of  deduction 
for  estate  tax  in  case  of  items  constituting  income  in 
respect  of  a  decedent)  is  amended  to  read  as  follows: 
“Such  net  value  shall  be  determined  with  respect  to  the 
provisions  of  section  421  (c)  (2) ,  relating  to  the  deduc¬ 
tion  for  estate  tax  with  respect  to  stock  options  to  which 
part  II  of  subchapter  D  applies.” 

(d)  Clerical  Amendments. — 

( 1 )  The  table  of  parts  for  subchapter  D  of  chapter 
1  is  amended  by  striking  out 

“Part  II.  Miscellaneous  provisions.” 
and  inserting  in  lieu  thereof  the  following: 

“Part  II.  Certain  stock  options.” 
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(2)  The  table  of  sections  for  subpart  A  of  part 
III  of  subchapter  A  of  chapter  61  is  amended  by 
striking  out 

“Sec.  6039.  Cross  references.” 

and  inserting  in  lieu  thereof: 

“Sec.  6039.  Information  required  in  connection  with  certain 
options. 

“Sec.  6040.  Cross  references.” 


(95K4-  ^Effective  Date. 


as  provided  in  paragraph  -(P)  ? 
made  by  this  section  shah  apply  to 


the  € 

taxable  years  ending  after  dune  44^  4M3r 

5he  amendments  made  by  eabseetien  -fbf  shah 
apply  to  stock  transferred  pursuant  to  options  exercised 
ou  or  after  danuary  D  4hb4r 

i/'  ' 

( e)  Effective  Dates  and  Transition  Rules. — 

(1)  Except  as  provided  in  paragraphs  (2)  and 
(3),  the  amendments  made  by  this  section  shall  apply 
to  taxable  years  ending  after  December  31,  1963. 


(2)  The  amendments  made  by  paragraphs  (1)  and 

(3)  of  subsection  (b),  and  paragraph  (2)  of  section 
6652(a)  of  the  Internal  Revenue  Code  of  1954  (as 
amended  by  paragraph  (2)  of  subsection  (b) ),  shall 
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apply  to  stock  transferred  pursuant  to  options  exercised, 
on  or  after  January  1,  1964. 

(3)  In  the  case  of  an  option  granted  after  Decem¬ 
ber  31,  1963,  and  before  January  1,  1965 — 

(A)  paragraphs  (1)  and  (2)  of  section  422 
(b)  of  the  Internal  Revenue  Code  of  1954  (as 
added  by  subsection  (a) )  shall  not  apply,  and 

(B)  paragraph  (1)  of  section  425(h)  of  such 
Code  (as  added  by  subsection  (a))  shall  not  apply 
to  any  change  in  the  terms  of  such  option  made 
before  January  1,  1965,  to  permit  such  option  to 
qualify  under  paragraphs  (3),  (4),  and  (5)  of 
such  section  422(b). 

(9 C}SEC.  223.  INSTALLMENT  SALES  BY  DEALERS  IN  PER - 

SONAL  PROPERTY. 

(a)  Installment  Plans— Section  453(a)  (relating 
to  reporting  of  income  by  dealers  in  personal  property  from 
sales  on  the  installment  plan)  is  amended  to  read  as  follows: 
“(a)  Dealers  in  Personal  Property. — 

“(1)  General  rule. — Under  regulations  pre¬ 
scribed  by  the  Secretary  or  his  delegate,  a  person  who 
regularly  sells  or  otherwise  disposes  of  personal  property 
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on  the  installment  plan  may  return  as  income  therefrom 
in  any  taxable  year  that  proportion  of  the  installment 
payments  actually  received  in  that  year  ivhich  the  gross 
profit ,  realized  or  to  be  realized  when  payment  is  com¬ 
pleted,  bears  to  the  total  contract  price . 

“(2)  Installment  plan. — For  purposes  of  para¬ 
graph  (1),  the  term  ‘ installment  plan  includes  any  plan 
which  provides  for  the  payment  by  the  purchaser  for 
the  personal  property  sold  to  him  in  a  series  of  periodic 
installments  of  an  agreed  part  or  installment  of  the  debt 
due  the  seller. 

“(3)  Total  contract  price.— For  purposes  of 
paragraph  (1),  the  term  1 total  contract  price ’  includes 
all  charges  relative  to  the  sale  of  the  personal  property, 
including  the  time  price  differential  ivhich  represents  the 
amount  paid  or  payable  for  the  privilege  of  purchasing 
the  personal  property  to  be  paid  for  by  the  purchaser  in 
installments  over  a  period  of  time.” 

(b)  Effective  Date— The  amendment  made  by  sub¬ 
section  (a)  shall  apply  to  taxable  years  beginning  after 
December  31,  1963. 
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(97 )S£C.  224.  TIMING  OF  DEDUCTIONS  AND  CREDITS  IN 

CERTAIN  CASES  WHERE  ASSERTED  LIA¬ 
BILITIES  ARE  CONTESTED. 

(a)  Taxable  Year  of  Deduction  or  Credit. — 

(1)  Section  461  ( relating  to  general  rule  for  taxable 
year  of  deduction)  is  amended  by  adding  at  the  end 
thereof  the  following  new  subsection: 

“(f)  Contested  Liabilities —If— 

“(1)  the  taxpayer  contests  an  asserted  liability, 

“(2)  the  taxpayer  transfers  money  or  other  property 
to  provide  for  the  satisfaction  of  the  asserted  liability , 
“(3)  the  contest  with  respect  to  the  asserted  liability 
exists  after  the  time  of  the  transfer,  and 

“(4)  but  for  the  fact  that  the  asserted  liability  is  con 
tested,  a  deduction  or  credit  would  be  allowed  for  the  tax¬ 
able  year  of  the  transfer  ( or  for  an  earlier  taxable  year) , 
then  the  deduction  or  credit  shall  be  allowed  for  the  taxable 
year  of  the  transfer 

(2)  Section  43  of  the  Internal  Revenue  Code  of 
1939  ( relating  to  period  for  which  deductions  and 
credits  taken)  is  amended  by  adding  at  the  end  thereof 
the  following  new  sentence:  “If — 

“(1)  the  taxpayer  contests  an  asserted  liability, 
“(2)  the  taxpayer  transfers  money  or  other  prop- 
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erty  to  provide  for  the  satisfaction  of  the  asserted 
liability, 

“(3)  the  contest  with  respect  to  the  asserted  liability 
exists  after  the  time  of  the  transfer,  and 

“(4)  but  for  the  fact  that  the  asserted  liability  is 
contested,  a  deduction  or  credit  would  be  allowed  for 
the  taxable  year  of  the  transfer  (or  for  an  earlier  tax¬ 
able  year), 

then  the  deduction  or  credit  shall  be  allowed  for  the  taxable 
year  of  the  transfer 

(b)  Effective  Dates. — Except  as  provided  in  sub¬ 
sections  ( c )  and  (d) — 

(1)  the  amendment  made  by  subsection  (a)(1) 
shall  apply  to  taxable  years  beginning  after  December 
31,  1953,  and  ending  after  August  16,  1954,  and 

(2)  the  amendment  made  by  subsection  (a)(2) 
shall  apply  to  taxable  years  to  which  the  Internal 
Revenue  Code  of  1939  applies . 

( c)  Election  as  to  Transfers  in  Taxable 
Years  Beginning  Before  January  1,  1964.— 

(1)  The  amendments  made  by  subsection  (a)  shall 
not  apply  to  any  transfer  of  money  or  other  property 
described  in  subsection  (a)  made  in  a  taxable  year 
beginning  before  January  1,  1964,  if  the  taxpayer  elects, 
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in  the  manner  provided  by  regulations  prescribed  by  the 
Secretary  of  the  Treasury  or  his  delegate ,  to  have  this 
paragraph  apply.  Such  an  election — 

(A)  must  be  made  within  one  year  after  the 
date  of  the  enactment  of  this  Act, 

(B)  may  not  be  revoked  after  the  expiration  of 
such  one-year  period,  and 

(C)  shall  apply  to  all  transfers  described  in 
the  first  sentence  of  this  paragraph  (other  than 
transfers  described  in  paragraph  (2) ). 

In  the  case  of  any  transfer  to  which  this  paragraph 
applies,  the  deduction  or  credit  shall  be  allowed  only  for 
the  taxable  year  in  which  the  contest  with  respect  to  such 
transfer  is  settled. 

(2)  Paragraph  (1)  shall  not  apply  to  any  transfer 
if  the  assessment  of  any  deficiency  which  would  result 
from  the  application  of  the  election  in  respect  of  such 
transfer  is,  on  the  date  of  the  election  under  paragraph 
(1),  prevented  by  the  operation  of  any  law  or  rule  of 
law. 

(3)  If  the  taxpayer  makes  an  election  under  para¬ 
graph  (1),  and  if,  on  the  date  of  such  election,  the 
assessment  of  any  deficiency  which  results  from  the  appli- 
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cation  of  the  election  in  respect  of  any  transfer  is  not 
prevented  hy  the  operation  of  any  law  or  rule  of  law, 
the  period  within  which  assessment  of  such  deficiency  may 
he  made  shall  not  expire  earlier  than  2  years  after  the 
date  of  the  enactment  of  this  Act. 

(d)  Certain  Other  Transfers  in  Taxable 
Years  Beginning  Before  January  1 ,  1964.— The 


amendments  made  hy  subsection  (a)  shall  not  apply  to  any 
transfer  of  money  or  other  property  described  in  subsection 


( a)  made  in  a  taxable  year  beginning  before  January  1 , 

1964,  if— 

(1)  no  deduction  or  credit  has  been  allowed  in 


respect  of  such  transfer  for  any  taxable  year  before  the 
taxable  year  in  which  the  contest  with  respect  to  such 
transfer  is  settled,  and 

(2)  refund  or  credit  of  any  overpayment  which 
would  result  from  the  application  of  such  amendments 
to  such  transfer  is  prevented  by  the  operation  of  any 
law  or  rule  of  law. 


In  the  case  of  any  transfer  to  which  this  subsection  applies, 
the  deduction  or  credit  shall  be  cdlowed  for  the  taxable  year 
in  which  the  contest  with  respect  to  such  transfer  is  settled. 
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SEC.  (98)215  225 .  INTEREST  ON  CERTAIN  DEFERRED 

PAYMENTS. 

(a)  In  General. — Part  III  of  subchapter  E  of  chapter 
1  (relating  to  accounting  periods  and  methods  of  account¬ 
ing)  is  amended  by  adding  at  the  end  thereof  the  following 
new  section: 

“SEC.  483.  INTEREST  ON  CERTAIN  DEFERRED  PAYMENTS. 

“(a)  Amount  Constituting  Interest.— For  pur¬ 
poses  of  this  title,  in  the  case  of  any  contract  for  the  sale 
or  exchange  of  property  there  shall  be  treated  as  interest 
that  part  of  a  payment  to  which  this  section  applies  which 
bears  the  same  ratio  to  the  amount  of  such  payment  as  the 
total  unstated  interest  under  such  contract  bears  to  the  total 
of  the  payments  to  which  this  section  applies  which  are  due 
under  such  contract. 

i(  (b)  Total  Unstated  Interest.— For  purposes  of 
this  section,  the  term  Total  unstated  interest’  means,  with 
respect  to  a  contract  for  the  sale  or  exchange  of  property, 
an  amount  equal  to  the  excess  of — 

“  ( 1 )  the  sum  of  the  payments  to  which  this  sec¬ 
tion  applies  which  are  due  under  the  contract,  over 
“(2)  the  sum  of  the  present  values  of  such  pay¬ 
ments  and  the  present  values  of  any  interest  payments 
due  under  the  contract. 

For  purposes  of  paragraph  (2) ,  the  present  value  of  a  pay- 
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ment  shall  be  determined,  as  of  the  date  of  the  sale  or  ex¬ 
change,  by  discounting  such  payment  at  the  rate,  and  in  the 
manner,  provided  in  regulations  prescribed  by  the  Secretary 
oi  his  delegate.  Such  regulations  shall  provide  for  discount¬ 
ing  on  the  basis  of  6-month  brackets  and  shall  provide  that 
the  present  value  of  any  interest  payment  due  not  more  than 
6  months  after  the  date  of  the  sale  or  exchange  is  an  amount 
equal  to  100  percent  of  such  payment. 

“(c)  Payments  to  Which  Section  Applies.— 

(1)  In  general. — Except  as  provided  in  sub¬ 
section  (f) ,  this  section  shall  apply  to  any  payment  on 
account  of  the  sale  or  exchange  of  property  which  con¬ 
stitutes  part  or  all  of  the  sales  price  and  which  is  due 
more  than  6  months  after  the  date  of  such  sale  or  ex¬ 
change  under  a  contract — 

“  (A)  under  which  some  or  all  of  the  payments 
are  due  more  than  one  year  after  the  date  of  such 
sale  or  exchange,  and 

“  (B)  ^er  which,  using  a  rate  provided  by 
regulations  prescribed  by  the  Secretary  or  his  dele¬ 
gate  for  purposes  of  this  subparagraph,  there  is  total 
unstated  interest. 

Any  rate  prescribed  for  determining  whether  there  is 
total  unstated  interest  for  purposes  of  subparagraph  (B) 
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shall  he  at  least  one  percentage  point  lower  than  the 
rate  prescribed  for  purposes  of  subsection  (b)  (2) . 

“(2)  Treatment  of  evidence  of  indebted¬ 
ness. — For  purposes  of  this  section,  an  evidence  of  in¬ 
debtedness  of  the  purchaser  given  in  consideration  for 
the  sale  or  exchange  of  property  shall  not  be  considered 
a  payment,  and  any  payment  due  under  such  evidence 
of  indebtedness  shall  be  treated  as  due  under  the  contract 
for  the  sale  or  exchange. 

“  (d)  Payments  That  Are  Indefinite  as  to  Time, 
Liability,  or  Amount. — In  the  case  of  a  contract  for  the 
sale  or  exchange  of  property  under  which  the  liability  for, 
or  the  amount  or  due  date  of,  any  portion  of  a  payment  can¬ 
not  be  determined  at  the  time  of  the  sale  or  exchange,  this 
section  shall  be  separately  applied  to  such  portion  as  if  it 
(and  any  amount  of  interest  attributable  to  such  portion) 
were  the  only  payments  due  under  the  contract;  and  such 
determinations  of  liability,  amount,  and  due  date  shall  be 
made  at  the  time  payment  of  such  portion  is  made. 

“(e)  Change  in  Terms  of  Contract— If  the  lia¬ 
bility  for,  or  the  amount  or  due  date  of,  any  payment  (includ¬ 
ing  interest)  under  a  contract  for  the  sale  or  exchange  of 
property  is  changed,  the  'total  unstated  interest’  under  the 
contract  shall  be  recomputed  and  allocated  (with  adjustment 
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foi  prior  interest  (including  unstated  interest)  payments) 
under  regulations  prescribed  by  the  Secretary  or  his  delegate. 
*  (f)  Exceptions  and  Limitations. — 

“(1)  Sales  price  of  $3,000  or  less. — This  sec¬ 
tion  shall  not  apply  to  any  payment  on  account  of  the 
sale  01  exchange  of  property  if  it  can  be  determined  at 
the  time  of  such  sale  or  exchange  that  the  sales  price 
cannot  exceed  $3,000. 

(2)  Carrying  charges. — In  the  case  of  the  pur¬ 
chaser  the  tax  treatment  of  amounts  paid  on  account 
of  the  sale  or  exchange  of  property  shall  be  made  with¬ 
out  regard  to  this  section  if  any  such  amounts  are  treated 
under  section  163  (b)  as  if  they  included  interest. 

“  (3)  Treatment  of  seller.— In  the  case  of  the 
sellei,  the  tax  treatment  of  any  amounts  received  on 
account  of  the  sale  or  exchange  of  property  shall  be 
made  without  regard  to  this  section  if  no  part  of  any 
gam  on  such  sale  or  exchange  would  be  considered  as 
gain  from  the  sale  or  exchange  of  a  capital  asset  or  prop¬ 
erty  described  in  section  1231. 

“(4)  Sales  or  exchanges  of  patents.— This 
section  shall  not  apply  to  any  payments  made  pursuant 
to  a  transfer  described  in  section  1235(a)  (relating  to 
sale  or  exchange  of  patents) . 
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“  (5)  Annuities. — This  section  shall  not  apply  to 
any  amount  the  liability  for  which  depends  in  whole  or 
in  part  on  the  life  expectancy  of  one  or  more  individ¬ 
uals  and  which  constitutes  an  amount  received  as  an 
annuity  to  which  section  72  applies.’’ 

(b)  Clerical  Amendment. — The  table  of  sections  for 
such  part  is  amended  by  adding  at  the  end  thereof  the  fol¬ 
lowing  new  item : 

“Sec.  483.  Interest  on  certain  deferred  payments.” 

(99M4  Certain  Carrying  Charges? — The  hrst  sem 
tenee  of  section  163-(b)-f4)  -(-relating  to  instalhaont  pur¬ 
chases  where  in-feer-es-fe  charge  is  net  separately  stated-)-  is 
amended  by  striking  eut  “personal  property  is  purchased’’ 
and  inserting  in  hen  thereof  ‘‘personal  property  or  services 
are  purchased”-.- 

(100>{4f  Effective  Dates. — The  amendments  made 
by  subsections  -far)-  and  -(h)-  shall  apply  to  payments  made 
after  December  34y  1-9 6-3-,  on  account  of  sales  or  exchanges  of 
property  oeeurr-ing  after  June  30?  -1963.  The  amendment 
made  by  subsection  -(e)-  shall  apply  to  payments  made  dur¬ 
ing  taxable  years  beginning  after  Bceembcr  347  4363. 

(c)  Effective  Date. — The  amendments  made  by  sub¬ 
sections  (a)  and  (b)  shall  apply  to  payments  made  after  De¬ 
cember  31, 1963,  on  account  of  sales  or  exchanges  of  property 
occurring  after  June  30,  1963,  other  than  any  sale  or  ex- 
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change  made  pursuant  to  a  binding  written  contract  (includ¬ 
ing  an  irrevocable  written  option)  entered  into  before  July  1, 
1963. 

SEC.  (101)2M  226.  PERSONAL  HOLDING  COMPANIES. 

(a)  Personal  Holding  Company  Tax  Eate. — 
Section  541  (relating  to  imposition  of  personal  holding 
company  tax)  is  amended  by  striking  out  “tax  equal  to” 
and  all  that  follows  and  inserting  in  lieu  thereof:  “tax  equal 
to  70  percent  of  the  undistributed  personal  holding  company 
income.” 

(b)  Definition  of  Personal  Holding  Company.— 
Paragraph  (1)  of  section  542(a)  (relating  to  the  gross 
income  requirement  for  personal  holding  company  purposes) 
is  amended  to  read  as  follows: 

“  ( 1 )  Adjusted  ordinary  gross  income  re¬ 
quirement. — At  least  60  percent  of  its  adjusted 
ordinary  gross  income  (as  defined  in  section  543(b) 
(2)  )  for  the  taxable  year  is  personal  holding  company 
income  (as  defined  in  section  543  (a)  ) ,  and”. 

(c)  Excluded  Corporations.— 

(1)  Domestic  building  and  loan  associa¬ 
tions. — Paragraph  (2)  of  section  542  (c)  (relating  to 
corporations  excepted  from  the  definition  of  personal 
holding  compan}^)  is  amended  to  read  as  follows: 

“(2)  a  bank  as  defined  in  section  581,  or  a  do- 
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mestic  building  and  loan  association  within  the  meaning 
of  section  7701  (a)  (19)  without  regard  to  subpara¬ 
graphs  (D)  and  (E)  thereof;”. 

(2)  Lending  and  finance  companies.— Sec¬ 
tion  542  (c)  is  amended  by  striking  out  paragraphs  (6) , 
(7),  (8),  and  (9),  by  renumbering  paragraphs  (10) 
and  (11)  as  paragraphs  (7)  and  (8) ,  and  by  insert¬ 
ing  after  paragraph  (5)  the  following  new  paragraph: 
“(6)  a  lending  or  finance  company  if — 

“  (A)  60  percent  or  more  of  its  ordinary  gross 
income  (as  defined  in  section  543(h)  (1)  )  is  de¬ 
rived  directly  from  the  active  and  regular  conduct 
of  a  lending  or  finance  business ; 

“  (B)  the  personal  holding  company  income  for 
the  taxable  year  (computed  without  regard  to  in¬ 
come  described  in  subsection  (d)  (3)  and  in¬ 
come  derived  directly  from  the  active  and  regular 
conduct  of  a  lending  or  finance  business,  and  com¬ 
puted  by  including  as  personal  holding  company 
income  the  entire  amount  of  the  gross  income  from 
rents,  royalties,  produced  film  rents,  and  compen¬ 
sation  for  use  of  corporate  property  by  sharehold¬ 
ers)  ( 1 02)— plus  the  interest  described  in  section  54-3 
-(b)  (2) -(Of 7  is  not  more  than  20  percent  of  the 
ordinary  gross  income; 
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“(C)  the  sum  of  the  deductions  which  are 
directly  allocable  to  the  active  and  regular  con¬ 
duct  of  its  lending  or  finance  business  equals  or 
exceeds  the  sum  of — 

“  (i)  15  percent  of  so  much  of  the  ordinary 
gross  income  derived  therefrom  as  does  not 
exceed  $500,000,  plus 

“  (ii)  5  percent  of  so  much  of  the  ordinary 
gross  income  derived  therefrom  as  exceeds 
$500,000  but  not  $1,000,000;  and 
“(D)  the  loans  to  a  person  who  is  a  share¬ 
holder  in  such  company  during  the  taxable  year 
by  or  for  whom  10  percent  or  more  in  value  of 
its  outstanding  stock  is  owned  directly  or  indirectly 
(including,  in  the  case  of  an  individual,  stock  owned 
by  members  of  his  family  as  defined  in  section  544 
(a)  (2)  ) ,  outstanding  at  any  time  during  such  year 
do  not  exceed  $5,000  in  principal  amount 
(3)  Special  rules  for  section  542(c)(6)— Sec¬ 
tion  542  is  amended  by  adding  at  the  end  thereof  the 
following  new  subsection : 

"(d)  Special  Rules  for  Applying  Subsection 
(c)  (6).- 

“  ( 1 )  Lending  or  finance  business  defined.— 
“(A)  In  general. — Except  as  provided  in 
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subparagraph  (B),  for  purposes  of  subsection  (c) 
(6),  the  term  ‘lending  or  finance  business’  means 
a  business  of — 

“  (i)  making  loans,  (103)er 
“(ii)  purchasing  or  discounting  accounts 
receivable,  notes,  or  installment  (104)obbga- 
tmnflr  obligations ,  or 

(105)“  (Hi)  rendering  services  or  making  fa¬ 
cilities  available  to  another  corporation  which  is 
engaged  in  the  lending  or  finance  business  ( with¬ 
in  the  meaning  of  this  subparagraph) ,  but  only 
if  such  other  corporation  and  the  corporation 
rendering  services  or  making  facilities  available 
are  members  of  the  same  affiliated  group  (as 
defined  in  section  1504). 

“(B)  Exceptions. — For  purposes  of  subpara¬ 
graph  (A),  the  term  ‘lending  or  finance  business’ 
does  not  include  the  business  of — 

“(i)  making  loans,  or  purchasing  or  dis¬ 
counting  accounts  receivable,  notes,  or  install¬ 
ment  obligations,  if  (at  the  time  of  the  loan, 
purchase,  or  discount)  the  remaining  maturity 
exceeds  60  months,  (106)ef  unless  the  loans , 
notes,  or  installment  obligations  are  evidenced 
or  secured  by  contracts  of  conditional  sale,  chat- 
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tel  mortgages ,  or  lease  agreements ,  arising  out 
of  the  sale  of  goods  or  services  in  the  course  of 
transferor's  or  borrower's  trade  or 

“(ii)  making  loans  evidenced  by,  or  pur¬ 
chasing,  certificates  of  indebtedness  issued  in  a 
series,  under  a  trust  indenture,  and  in  registered 
form  or  with  interest  coupons  attached. 

For  purposes  of  clause  (i) ,  the  remaining  maturity 
shall  be  treated  as  including  any  period  for  which 
there  may  be  a  renewal  or  extension  under  the  terms 
of  an  option  exercisable  by  the  borrower. 

“(2)  Business  deductions.— For  purposes  of 
subsection  (c)  (6)  (C),  the  deductions  which  may  be 
taken  into  account  shall  include  only — 

“(A)  deductions  which  are  allowable  only  by 
reason  of  section  162  or  section  404,  except  there 
shall  not  be  included  any  such  deduction  in  respect 
of  compensation  for  personal  services  rendered  by 
shareholders  (including  members  of  the  share¬ 
holder’s  family  as  described  in  section  544  (a)  (2)  ) , 
and 

“(B)  deductions  allowable  under  section  167, 
and  deductions  allowable  under  section  164  for 
real  property  taxes,  but  in  either  case  only  to  the 
extent  that  the  property  with  respect  to  which  such 
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deductions  are  allowable  is  used  directly  in  the 
active  and  regular  conduct  of  the  lending  or  finance 
business. 

-Income  -ncecrvE-D  eeom  certain  domes 
Tot  suBsiDiAiDEE: — dor  purposes  of  subsection  -(-e)  -(-6)- 
i&h  m  tbe  ease  of  a  lending  company  wbieb  is  author¬ 


ised  to  engage  in  and  is  actively  and  regularly  engaged 
in  tbe  small  lean  business  -(consumer  finance  business) 
under  one  or  more  State  statutes  providing  for  tbe  direct 
regulation  of  sued  businessj  and  wined  meets  tde  require  ¬ 
ments  of  subseetion  -(e)- (6)  (A) ,  there  sdad  not  be 

j 

treated  as  personal  bolding  company  income  tde  law- 

/ 

dd  ineemc  received  from  domestic  subsidiary  corpora¬ 
tions  -(of  which  stoeh  possessing  at  least  80  percent  of 
tde  voting  power  of  all  classes  of  stoek  and  of  wbieb  at 
least  80  percent  of  each  elass  of  nonvoting  stock  is 
owned  directly  by  sued  lending  company)  wbieh  are 
themselves  eseeptcd  under  subsection  -(c)- (6) 

“(3)  Income  received  from  certain  affil¬ 


iated  corporations. — For  purposes  of  subsection  (c) 
(6)(B),  in  the  case  of  a  lending  or  finance  company 
which  meets  the  requirements  of  subsection  (c)(6)(A), 
there  shall  not  be  treated  as  personal  holding  company  in¬ 
come  the  lawful  income  received  from  a  corporation  which 
meets  the  requirements  of  subsection  (c)(6)  and  which 
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is  a  member  of  the  same  affiliated  group  (as  defined  in 
section  1504)  of  which  such  company  is  a  member. 

(d)  Personal  Holding  Company  Income.— Subsec¬ 
tions  (a)  and  (b)  of  section  543  (relating  to  personal 
holding  company  income)  arc  amended  to  read  as  follows: 

“(a)  General  Rule. — For  purposes  of  this  subtitle, 
the  term  'personal  holding  company  income’  means  the 
portion  of  the  adjusted  ordinary  gross  income  which  consists 
of: 

“(1)  Dividends,  etc. — Dividends,  interest,  royal¬ 
ties  (other  than  mineral,  oil,  or  gas  royalties  or  copy¬ 
right  royalties),  and  annuities.  This  paragraph  shall 
not  apply  to — 

"(A)  interest  constituting  rent  (as  defined  in 
subsection  (b)  (3)  ) , 

"(B)  interest  on  amounts  set  aside  in  a  re¬ 
serve  fund  under  section  511  or  607  of  the  Mer¬ 
chant  Marine  Act,  1936,  and 

“(C)  a  dividend  distribution  of  divested  stock 
(as  defined  in  subsection  (e)  of  section  1111) ,  but 
only  if  the  stock  with  respect  to  which  the  distribu¬ 
tion  is  made  was  owned  by  the  distributee  on  Sep¬ 
tember  6,  1961,  or  was  owned  by  the  distributee 
for  at  least  2  years  before  the  date  on  which  the 
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antitrust  order  (as  defined  in  subsection  (d)  of  sec¬ 
tion  1111)  was  entered. 

“(2)  Rents. — The  adjusted  income  from  rents; 
except  that  such  adjusted  income  shall  not  be  included 
if— 


“  (A)  such  adjusted  income  constitutes  50  per¬ 
cent  or  more  of  the  adjusted  ordinary  gross  income, 

and 


(108)“-(B)  the  personal 


meomc 


for  the  taxable  year  -(computed  without  regard  to 
this  paragraph  and  paragraph  and  computed  by 
including  as  personal  holding  company  income 
copyright  royalties  and  the  adjusted  income  from 
mineral,  oily  and  gas  royalties)  is  not  more  than 
40  percent  of  the  ordinary  gross  hi  com  e.- 
“(B)  the  sum  of — 

“(i)  the  dividends  paid  during  the  taxable 
year  ( determined  under  section  562), 


“(ii)  the  dividends  considered  as  paid  on 
the  last  day  of  the  taxable  year  under  section 
563(c)  (as  limited  by  the  second  sentence  of 
section  563(b)),  and 

“(Hi)  the  consent  dividends  for  the  taxable 
year  (determined  under  section  565), 
equals  or  exceeds  the  amount,  if  any,  by  which  the 
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personal  holding  company  income  for  the  taxable 
year  ( computed  without  regard  to  this  paragraph 
and  paragraph  (6),  and  computed  by  including  as 
personal  holding  company  income  copyright  royal¬ 
ties  and  the  adjusted  income  from  mineral,  oil, 
and  gas  royalties)  exceeds  10  percent  of  the  ordi¬ 
nary  gross  income. 

“(3)  Mineral,  oil,  and  gas  royalties. — The 
adjusted  income  from  mineral,  oil,  and  gas  royalties; 
except  that  such  adjusted  income  shall  not  be  included 
if— 

“  (A)  such  adjusted  income  constitutes  50  per¬ 
cent  or  more  of  the  adjusted  ordinary  gross  income, 
“(B)  the  personal  holding  company  income  for 
the  taxable  year  (computed  without  regard  to  this 
paragraph,  and  computed  by  including  as  personal 
holding  company  income  copyright  royalties  and 
the  adjusted  income  from  rents)  is  not  more  than 
10  percent  of  the  ordinary  gross  income,  and 

“  (C)  the  sum  of  the  deductions  which  are  al¬ 
lowable  under  section  162  (relating  to  trade  or  busi¬ 
ness  expenses)  other  than — 

“(i)  deductions  for  compensation  for  per¬ 
sonal  services  rendered  by  the  shareholders, 
and 
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“  (ii)  deductions  which  are  specifically  al¬ 
lowable  under  sections  other  than  section  162, 
equals  or  exceeds  15  percent  of  the  adjusted  ordi¬ 
nary  gross  income. 

“  (4)  Copyright  royalties— Copyright  royalties; 
except  that  copyright  royalties  shall  not  be  included  if— 
"(A)  such  royalties  (exclusive  of  royalties 
received  for  the  use  of,  or  right  to  use,  copyrights 
or  interests  in  copyrights  on  works  created  in  whole, 
or  in  part,  by  any  shareholder)  constitute  50  per¬ 
cent  or  more  of  the  ordinary  gross  income, 

"(B)  the  personal  holding  company  income 
for  the  taxable  year  computed — 

“  (i)  without  regard  to  copyright  royalties, 
other  than  royalties  received  for  the  use  of,  or 
right  to  use,  copyrights  or  interests  in  copyrights 
in  works  created  in  whole,  or  in  part,  by  any 
shareholder  owning  more  than  10  percent  of 
the  total  outstanding  capital  stock  of  the  cor¬ 
poration, 

“  (ii)  without  regard  to  dividends  from  anv 
corporation  in  which  the  taxpayer  owns  at  least 
50  percent  of  all  classes  of  stock  entitled  to 
vote  and  at  least  50  percent  of  the  total  value 
of  all  classes  of  stock  and  which  corporation 
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meets  the  requirements  of  this  subparagraph 
and  subparagraphs  (A)  and  (C),  and 

“(iii)  by  including  as  personal  holding 
company  income  the  adjusted  income  from 
rents  and  the  adjusted  income  from  mineral, 
oil,  and  gas  royalties, 

is  not  more  than  10  percent  of  the  ordinary  gross 
income,  and 

“(C)  the  sum  of  the  deductions  which  are 
properly  allocable  to  such  royalties  and  which  are 
allowable  under  section  162,  other  than — 

“  (i)  deductions  for  compensation  for  per¬ 
sonal  services  rendered  by  the  shareholders, 
“(ii)  deductions  for  royalties  paid  or  ac¬ 
crued,  and 

“(iii)  deductions  which  are  specifically 
allowable  under  sections  other  than  section  162, 
equals  or  exceeds  25  percent  of  the  amount  by 
which  the  ordinary  gross  income  exceeds  the  sum 
of  the  royalties  paid  or  accrued  and  the  amounts 
allowable  as  deductions  under  section  167  (relating 
to  depreciation)  with  respect  to  copyright  royalties. 
For  purposes  of  this  subsection,  the  term  ‘copyright 
royalties’  means  compensation,  however  designated,  for 
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the  use  of,  or  the  right  to  use,  copyrights  in  works  pro¬ 
tected  by  copyright  issued  under  title  17  of  the  United 
States  Code  (other  than  by  reason  of  section  2  or  6 
thereof)  and  to  which  copyright  protection  is  also 
extended  by  the  laws  of  any  country  other  than  the 
United  States  of  America  by  virtue  of  any  international 
treaty,  convention,  or  agreement,  or  interests  in  any 
such  copyrighted  works,  and  includes  payments  from 
any  person  for  performing  rights  in  any  such  copy¬ 
righted  work  and  payments  (other  than  produced  film 
rents  as  defined  in  paragraph  (5)  (B)  )  received  for 
the  use  of,  or  right  to  use,  films.  For  purposes  of  this 
paragraph,  the  term  ‘shareholder’  shall  include  any  per¬ 
son  who  owns  stock  within  the  meaning  of  section  544. 
“(5)  Produced  film  rents.— 

“(A)  Produced  film  rents;  except  that  such 
rents  shall  not  be  included  if  such  rents  constitute 
50  percent  or  more  of  the  ordinary  gross  income. 

“(B)  For  purposes  of  this  section,  the  term 
‘produced  film  rents’  means  payments  received  with 
respect  to  an  interest  in  a  film  for  the  use  of,  or 
right  to  use,  such  film,  but  only  to  the  extent  that 
such  interest  was  acquired  before  substantial  com¬ 
pletion  of  production  of  such  film. 

“  (6)  Use  of  corporation  property  by  share- 
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holder. — Amounts  received  as  compensation  (however 
designated  and  from  whomsoever  received)  for  the  use 
of,  or  right  to  use,  property  of  the  corporation  in  any 
case  where,  at  any  time  during  the  taxable  year,  25 
percent  or  more  in  value  of  the  outstanding  stock  of  the 
corporation  is  owned,  directly  or  indirectly,  by  or  for  an 
individual  entitled  to  the  use  of  the  property;  whether 
such  right  is  obtained  directly  from  the  corporation  or 
by  means  of  a  sublease  or  other  arrangement.  This 
paragraph  shall  apply  only  to  a  corporation  which  has 
personal  holding  company  income  for  the  taxable  year 
(computed  without  regard  to  this  paragraph  and  para¬ 
graph  (2),  and  computed  by  including  as  personal 
holding  company  income  copyright  royalties  and  the 
adjusted  income  from  mineral,  oil,  and  gas  royalties) 
in  excess  of  10  percent  of  its  ordinary  gross  income. 

“  ( 7 )  Personal  service  contracts  — 

“(A)  Amounts  received  under  a  contract  un¬ 
der  which  the  corporation  is  to  furnish  personal 
services;  if  some  person  other  than  the  corporation 
has  the  right  to  designate  (by  name  or  by  descrip¬ 
tion)  the  individual  who  is  to  perform  the  services, 
or  if  the  individual  who  is  to  perform  the  services 
is  designated  (by  name  or  by  description)  in  the 
contract;  and 
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“(B)  amounts  received  from  the  sale  or  other 
disposition  of  such  a  contract. 

This  paragraph  shall  apply  with  respect  to  amounts 
received  for  services  under  a  particular  contract  only  if 
at  some  time  during  the  taxable  year  25  percent  or  more 
in  value  of  the  outstanding  stock  of  the  corporation  is 
owned,  directly  or  indirectly,  by  or  for  the  individual  who 
has  performed,  is  to  perform,  or  may  be  designated  (by 
name  or  by  description)  as  the  one  to  perform,  such 
services. 

“(8)  Estates  and  trusts— Amounts  includible 
in  computing  the  taxable  income  of  the  corporation  un¬ 
der  part  I  of  subchapter  J  (sec.  641  and  following, 
relating  to  estates,  trusts,  and  beneficiaries) . 

“  (b)  Definitions. — For  purposes  of  this  part — 

‘'(1)  Ordinary  gross  income— The  term  ‘ordi¬ 
nary  gross  income’  means  the  gross  income  determined 
by  excluding — 

“(A)  all  gains  from  the  sale  or  other  disposi¬ 
tion  of  capital  assets,  and 

“  (B)  all  gains  (other  than  those  referred  to  in 
subparagraph  (A)  )  from  the  sale  or  other  disposi¬ 
tion  of  property  described  in  section  1231  (b) . 

“(2)  Adjusted  ordinary  gross  income— The 
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term  ‘adjusted  ordinary  gross  income’  means  the  ordinary 
gross  income  adjusted  as  follows: 

“(A)  Rents. — From  the  gross  income  from 
rents  (as  defined  in  the  second  sentence  of  para¬ 
graph  (3)  of  this  subsection)  subtract  the  amount 
allowable  as  deductions  for — 

“  (i)  exhaustion,  wear  and  tear,  obsoles¬ 
cence,  and  ( 109)anmrt^atitm7  amortization  of 
property  other  than  tangible  personal  property 
which  is  not  customarily  retained  by  any  one 
lessee  for  more  than  three  years, 

“  (  ii)  property  taxes, 

“(iii)  interest,  and 
“  (iv)  rent, 

to  the  extent  allocable,  under  regulations  prescribed 
by  the  Secretary  or  his  delegate,  to  such  gross  in¬ 
come  from  rents.  The  amount  subtracted  under 
this  subparagraph  shall  not  exceed  such  gross  in¬ 
come  from  rents. 

“(B)  Mineral  royalties,  etc.— From  the 
gross  income  from  mineral,  oil,  and  gas  royalties 
described  in  (110)  subsection  -(a)  (3)  paragraph 
(4),  and  from  the  gross  income  from  working  inter- 
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ests  in  an  oil  or  gas  well,  subtract  the  amount  allow¬ 
able  as  deductions  for — 

“  (i)  exhaustion,  wear  and  tear,  obsoles¬ 
cence,  amortization,  and  depletion, 

“  (ii)  property  and  severance  taxes, 

“  (iii)  interest,  and 
“  (iv)  rent, 

to  the  extent  allocable,  under  regulations  prescribed 
by  the  Secretary  or  his  delegate,  to  such  gross  in¬ 
come  from  royalties  or  such  gross  income  from  work¬ 
ing  interests  in  oil  or  gas  wells.  The  amount  sub¬ 
tracted  under  this  subparagraph  with  respect  to 
royalties  shall  not  exceed  the  gross  income  from  such 
royalties,  and  the  amount  subtracted  under  this 
subparagraph  with  respect  to  working  interests 
shall  not  exceed  the  gross  income  from  such  working 
interests. 

“(C)  Interest.— There  shall  be  excluded— 
“(i)  interest  received  on  a  direct  obliga¬ 
tion  of  the  United  States  held  for  sale  to 
customers  in  the  ordinary  course  of  trade  or 
business  by  a  regular  dealer  who  is  making  a 
primary  market  in  such  obligations,  and 

(ii)  interest  on  a  condemnation  award,  a 
judgment,  and  a  tax  refund. 
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“  (3)  Adjusted  income  from  rents. — The  term 
‘adjusted  income  from  rents’  means  the  gross  income 
from  rents,  reduced  by  the  amount  subtracted  under 
paragraph  (2)  (A)  of  this  subsection.  For  purposes 
of  the  preceding  sentence,  the  term  ‘rents’  means  com¬ 
pensation,  however  designated,  for  the  use  of,  or  right 
to  use,  property,  and  the  interest  on  debts  owed  to  the 
corporation,  to  the  extent  such  debts  represent  the 
price  for  which  real  property  held  primarily  for  sale 
to  customers  in  the  ordinary  course  of  its  trade  or 
business  was  sold  or  exchanged  by  the  corporation; 
but  does  not  include  amounts  constituting  personal  hold¬ 
ing  company  income  under  subsection  (a)  (6),  nor 
copyright  royalties  (as  defined  in  subsection  (a)  (4)  ) , 
nor  produced  film  rents  (as  defined  in  subsection 
(a)  (5)  (B)). 

“(4)  Adjusted  income  from  mineral,  oil, 
and  gas  royalties. — The  term  ‘adjusted  income  from 
mineral,  oil,  and  gas  royalties’  means  the  gross  income 
from  Cm)  such  royalties  mineral,  oil,  and  gas  royalties 
(including  production  payments  and  overriding  royal¬ 
ties  ) ,  reduced  by  the  amount  subtracted  under  paragraph 
(2)  (B)  of  this  subsection  in  respect  to  such  royalties.” 
(e)  Foreign  Personal  Holding  Company  In¬ 
come  and  Stock  Ownership. — Section  553  (relating  to 
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foreign  personal  holding  company  income)  and  section  554 
(relating  to  stock  ownership)  are  amended  to  read  as 
follows  : 

“SEC.  553.  FOREIGN  PERSONAL  HOLDING  COMPANY  IN¬ 
COME. 

“(a)  Foreign  Personal  Holding  Company  In¬ 
come. — For  purposes  of  this  subtitle,  the  term  ‘foreign  per¬ 
sonal  holding  company  income’  means  that  portion  of  the 
gross  income,  determined  for  purposes  of  section  552,  which 
consists  of : 

“(1)  Dividends,  etc. — Dividends,  interest,  royal¬ 
ties,  and  annuities.  This  paragraph  shall  not  apply  to 
a  dividend  distribution  of  divested  stock  (as  defined  in 
subsection  (e)  of  section  1111)  but  only  if  the  stock 
with  respect  to  which  the  distribution  is  made  was 
owned  by  the  distributee  on  September  6,  1961,  or  was 
owned  by  the  distributee  for  at  least  2  years  before 
the  date  on  which  the  antitrust  order  (as  defined  in 
subsection  (d)  of  section  1111)  was  entered. 

“(2)  Stock  and  securities  transactions.— 
Except  in  the  case  of  regular  dealers  in  stock  or  secu¬ 
rities,  gains  from  the  sale  or  exchange  of  stock  or 
securities. 

‘‘(3)  Commodities  transactions.— Gains  from 
futures  transactions  in  any  commodity  on  or  subject  to 
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the  rules  of  a  board  of  trade  or  commodity  exchange, 
l  liis  paragraph  shall  not  apply  to  gains  by  a  producer, 
processor,  merchant,  or  handler  of  the  commodity  which 
arise  out  of  bona  fide  hedging  transactions  reasonably 
necessary  to  the  conduct  of  its  business  in  the  manner  in 
which  such  business  is  customarily  and  usually  con¬ 
ducted  by  others. 

“  (4)  Estates  and  trusts. — Amounts  includible 
in  computing  the  taxable  income  of  the  corporation 
under  part  I  of  subchapter  J  (sec.  641  and  following, 
relating  to  estates,  trusts,  arid  beneficiaries)  ;  and  gains 
from  the  sale  or  other  disposition  of  any  interest  in  an 
estate  or  trust. 

“(5)  Personal  service  contracts. — 

“(A)  Amounts  received  under  a  contract 
under  which  the  corporation  is  to  furnish  personal 
services;  if  some  person  other  than  the  corporation 
has  the  right  to  designate  (by  name  or  by  descrip¬ 
tion)  the  individual  who  is  to  perform  the  services, 
or  if  the  individual  who  is  to  perform  the  services 
is  designated  (by  name  or  by  description)  in  the 
contract;  and 

"(B)  amounts  received  from  the  sale  or  other 
disposition  of  such  a  contract. 

This  paragraph  shall  apply  with  respect  to  amounts 
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received  for  services  under  a  particular  contract  only  if 
at  some  time  during  the  taxable  year  25  percent  or  more 
in  value  of  the  outstanding  stock  of  the  corporation  is 
owned,  directly  or  indirectly,  by  or  for  the  individual 
who  has  performed,  is  to  perform,  or  may  be  designated 
(by  name  or  by  description)  as  the  one  to  perform,  such 
services. 

“  (6)  Use  of  corporation  property  by  share¬ 
holder. — Amounts  received  as  compensation  (however 
designated  and  from  whomsoever  received)  for  the  use 
of,  or  right  to  use,  property  of  the  corporation  in  any  case 
where,  at  any  time  during  the  taxable  year,  25  percent 
or  more  in  value  of  the  outstanding  stock  of  the  corpora¬ 
tion  is  owned,  directly  or  indirectly,  by  or  for  an  indi¬ 
vidual  entitled  to  the  use  of  the  property;  whether  such 
right  is  obtained  directly  from  the  corporation  or  by 
means  of  a  sublease  or  other  arrangement.  This  para^ 
graph  shall  apply  only  to  a  corporation  which  has  foreign 
personal  holding  company  income  for  the  taxable  year, 
computed  without  regard  to  this  paragraph  and  para¬ 
graph  (7) ,  in  excess  of  10  percent  of  its  gross  income. 

“(7)  Bents. — Bents,  unless  constituting  50  per¬ 
cent  or  more  of  the  gross  income.  For  purposes  of  this 
paragraph,  the  term  ‘rents’  means  compensation,  how¬ 
ever  designated,  for  the  use  of,  or  right  to  use,  property ; 
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but  does  not  include  amounts  constituting  foreign  per¬ 
sonal  holding  company  income  under  paragraph  (6) . 
“(b)  Limitation  on  Gross  Income  in  Certain 
Transactions. — For  purposes  of  this  part — 

“(1)  gross  income  and  foreign  personal  holding 
company  income  determined  with  respect  to  transactions 
described  in  subsection  (a)  (2)  (relating  to  gains  from 
stock  and  security  transactions)  shall  include  only  the 
excess  of  gains  over  losses  from  such  transactions,  and 
“(2)  gross  income  and  foreign  personal  holding 
company  income  determined  with  respect  to  transactions 
described  in  subsection  (a)  (3)  (relating  to  gains  from 
commodity  transactions)  shall  include  only  the  excess  of 
gains  over  losses  from  such  transactions. 

“SEC.  554.  STOCK  OWNERSHIP. 

(a)  Constructive  Ownership. — For  purposes  of  de¬ 
termining  whether  a  corporation  is  a  foreign  personal  holding 
company,  insofar  as  such  determination  is  based  on  stock 
ownership  under  section  552(a)  (2),  section  553(a)  (5), 
or  section  553  (a)  (6)  — 

"(1)  Stock  not  owned  by  individual. — Stock 
owned,  directly  or  indirectly,  by  or  for  a  corporation, 
partnership,  estate,  or  trust  shall  be  considered  as  being 
owned  proportionately  by  its  shareholders,  partners,  or 
beneficiaries. 
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“(2)  Family  and  partnership  ownership. — 
An  individual  shall  be  considered  as  owning  the  stock 
owned,  directly  or  indirectly,  by  or  for  his  family  or  by 
or  for  his  partner.  For  purposes  of  this  paragraph,  the 
family  of  an  individual  includes  only  his  brothers  and 
sisters  (whether  by  the  whole  or  half  blood),  spouse, 
ancestors,  and  lineal  descendants. 

“(3)  Options. — If  any  person  has  an  option  to 
acquire  stock,  such  stock  shall  he  considered  as  owned  by 
such  person.  For  purposes  of  this  paragraph,  an  option 
to  acquire  such  an  option,  and  each  one  of  a  series  of 
such  options,  shall  be  considered  as  an  option  to  acquire 
such  stock. 

“  (4)  Application  of  family-partnership  and 
option  rules— Paragraphs  (2)  and  (3)  shall  be 
applied — 

“(A)  for  purposes  of  the  stock  ownership 
requirement  provided  in  section  552  (a)  (2) ,  if,  hut 
only  if,  the  effect  is  to  make  the  corporation  a  foreign 
personal  holding  company; 

“(B)  for  purposes  of  section  553(a)  (h) 
(relating  to  personal  service  contracts)  or  of  section 
553  (a)  (6)  (relating  to  the  use  of  property  by 
shareholders) ,  if,  hut  only  if,  the  effect  is  to  make 
the  amounts  therein  referred  to  includible  under 
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such  paragraph  as  foreign  personal  holding  com¬ 
pany  income. 

“(5)  Constructive  ownership  as  actual 
ownership. — Stock  constructively  owned  by  a  person 
by  reason  of  the  application  of  paragraph  (1)  or  (3) 
shall,  for  purposes  of  applying  paragraph  (1)  or  (2), 
he  treated  as  actually  owned  by  such  person;  but  stock 
constructively  owned  by  an  individual  by  reason  of  the 
application  of  paragraph  (2)  shall  not  be  treated  as 
owned  by  him  for  purposes  of  again  applying  such 
paragiaph  in  order  to  make  another  the  constructive 
owner  of  such  stock. 

“(6)  Option  rule  in  lieu  of  family  and 
partnership  RUUE. — II  stock  may  be  considered  as 
owned  by  an  individual  under  either  paragraph  (2) 
oi  (3)  it  shall  be  considered  as  owned  by  him  under 
paragraph  (3). 

(h)  Convertible  Securities. — Outstanding  securi¬ 
ties  convertible  into  stock  (whether  or  not  convertible  during 
the  taxable  year)  shall  he  considered  as  outstanding  stock— 

“(1)  for  purposes  of  the  stock  ownership  require¬ 
ment  provided  in  section  552(a)  (2),  but  only  if  the 
effect  of  the  inclusion  of  all  such  securities  is  to  make 
the  corporation  a  foreign  personal  bolding  company; 

“  (2)  for  purposes  of  section  553  (a)  (5)  (relating 
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to  personal  service  contracts) ,  but  only  if  the  effect  of 
the  inclusion  of  all  such  securities  is  to  make  the  amounts 
therein  referred  to  includible  under  such  paragraph  as 
foreign  personal  holding  company  income ;  and 

“(3)  for  purposes  of  section  553  (a)  (6)  (relating 
to  the  use  of  property  by  shareholders) ,  but  only  if  the 
effect  of  the  inclusion  of  all  such  securities  is  to  make  the 
amounts  therein  referred  to  includible  under  such  para¬ 
graph  as  foreign  personal  holding  company  income. 

The  requirement  in  paragraphs  (1),  (2),  and  (3)  that  all 
convertible  securities  must  be  included  if  any  are  to  be  in¬ 
cluded  shall  be  subject  to  the  exception  that,  where  some  of 
the  outstanding  securities  are  convertible  only  after  a  later 
date  than  in  the  case  of  others,  the  class  having  the  earlier 
conversion  date  may  be  included  although  the  others  are  not 
included,  but  no  convertible  securities  shall  be  included  unless 
all  outstanding  securities  having  a  prior  conversion  date  are 
also  included.” 

(f)  Dividends-Paid  Deduction.— 

(1)  Paragraph  (2)  of  section  316  (b)  (relating  to 
special  rules  for  dividend  defined)  is  amended  to  read 
as  follows : 

“  (2)  Distributions  by  personal  holding  com¬ 
panies.— 

“(A)  In  the  case  of  a  corporation  which — 
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“  (i)  under  the  law  applicable  to  the  tax¬ 
able  year  in  which  the  distribution  is  made,  is  a 
personal  holding  company  (as  defined  in  section 
542 ) ,  or 

“  (ii)  for  the  taxable  year  in  respect  of 
which  the  distribution  is  made  under  section  563 
(b)  (relating  to  dividends  paid  after  the  close 
of  the  taxable  year),  or  section  547  (relating 
to  deficiency  dividends) ,  or  the  corresponding 
provisions  of  prior  law,  is  a  personal  holding 
company  under  the  law  applicable  to  such  tax¬ 
able  year, 

the  term  ‘dividend’  also  means  anv  distribution  of 

•j 

property  (whether  or  not  a  dividend  as  defined  in 
subsection  (a)  )  made  by  the  corporation  to  its 
shareholders,  to  the  extent  of  its  undistributed  per¬ 
sonal  holding  company  income  (determined  under 
section  545  without  regard  to  distributions  under 
this  paragraph)  for  such  year. 

“(B)  For  purposes  of  subparagraph  (A),  the 
term  ‘distribution  of  property’  includes  a  distribu¬ 
tion  in  complete  liquidation  occurring  within  24 
months  after  the  adoption  of  a  plan  of  liquidation, 
but — 

“  (i)  only  to  the  extent  of  the  amounts  dis- 
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tributcd  to  distributees'  other  than  corporate 
shareholders,  and 

( il)  only  to  the  extent  that  the  corpora¬ 
tion  designates  such  amounts  as  a  dividend  dis¬ 
tribution  and  duly  notifies  such  distributees  of 
such  designation,  under  regulations  prescribed 
by  the  Secretary  or  his  delegate,  but 

“(iii)  not  in  excess  of  the  sum  of  such 
distributees’  allocable  share  of  the  undistributed 
personal  holding  company  income  for  such 
year,  computed  without  regard  to  this  subpara¬ 
graph  or  section  562  (b) 

(2)  Section  331  (b)  (relating  to  nonapplication 
of  section  301)  is  amended  by  inserting  after  “any 
distribution  of  property”  the  phrase  “  (other  than  a 
distribution  referred  to  in  paragraph  (2)  (B)  of  section 
316(b)  )”. 

(3)  Section  562(b)  (relating  to  distributions  in 
liquidation)  is  amended  to  read  as  follows: 

“(b)  Distributions  in  Liquidation. — 

“  (1)  Except  in  the  case  of  a  personal  holding  com¬ 
pany  described  in  section  542  or  a  foreign  personal 
holding  company  described  in  section  (1 1  3  f )  f)  <  ? — 

“  ( A )  in  the  case  of  amounts  distributed  in 
liquidation,  the  part  of  such  distribution  which  is 
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properly  chargeable  to  earnings  and  profits  ac¬ 
cumulated  after  February  28,  1913,  shall  be  treated 
as  a  dividend  for  purposes  of  computing  the  divi¬ 
dends  paid  deduction,  and 

“(B)  in  the  case  of  a  complete  liquidation 
occurring  within  24  months  after  the  adoption  of 
a  plan  of  liquidation,  any  distribution  within  such 
period  pursuant  to  such  plan  shall,  to  the  extent  of 
the  earnings  and  profits  (computed  without  regard 
to  capital  losses)  of  the  corporation  for  the  taxable 
year  in  which  such  distribution  is  made,  be  treated 
as  a  dividend  for  purposes  of  computing  the  divi¬ 
dends  paid  deduction. 

“  (2)  In  the  case  of  a  complete  liquidation  of  a  per¬ 
sonal  holding  company,  occurring  within  24  months 
after  the  adoption  of  a  plan  of  liquidation,  the  amount 
of  any  distribution  within  such  period  pursuant  to  such 
plan  shall  be  treated  as  a  dividend  for  purposes  of  com¬ 
puting  the  dividends  paid  deduction,  to  the  extent  that 
such  amount  is  distributed  to  corporate  distributees  and 
represents  such  corporate  distributees’  allocable  share  of 
the  undistributed  personal  holding  company  income  for 
the  taxable  year  of  such  distribution  computed  without 
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regard  to  this  paragraph  and  without  regard  to  sub- 
paragraph  (B)  of  section  316(b)  (2).” 

(4)  Section  551  (b)  (relating  to  amount  included 
in  gross  income)  is  amended  by  striking  out  “received 
as  a  dividend”  and  inserting  in  lieu  thereof  “received  as 
a  dividend  (determined  as  if  any  distribution  in  liquida¬ 
tion  actually  made  in  such  taxable  year  had  not  been 
made) 

(g)  One-Month  Liquidations.— Section  333  (relat¬ 
ing  to  election  as  to  recognition  of  gain  in  certain  liquida¬ 
tions)  is  amended  by  adding  at  the  end  thereof  the  following 
new  subsection: 

“  (g)  Special  Kule  — 

“(1)  Liquidations  befoee  januaey  i, 
(113)  1900  1967. — In  the  case  of  a  liquidation  occurring 
before  January  1,  (114)4-966  1967,  of  a  corporation 
referred  to  in  paragraph  ( 3 )  — 

“  (A)  the  date  ‘December  31,  1953’  referred  to 
in  subsections  (e)  (2)  and  (f)  (1)  shall  be  treated 
as  if  such  date  were  ‘December  31,  1962*,  and 
“(B)  in  the  case  of  stock  in  such  corporation 
held  for  more  than  6  months,  the  term  ‘a  dividend’ 
as  used  in  subsection  (e)  (1)  shall  be  treated  as 
if  such  term  were  ‘(115)ekfc99  B  long-term  capital 
gain’. 
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Subparagraph  (B)  shall  not  apply  to  any  earnings  and 
profits  to  which  the  corporation  succeeds  after  (116)Au- 
gust  4y  December  31,  1963,  pursuant  to  any  corporate 
reorganization  or  pursuant  to’  any  liquidation  to  which 
section  332  applies,  except  earnings  and  profits  which  on 

(117) August  47  December  31,  1963,  constituted  earn¬ 
ings  and  profits  of  a  corporation  referred  to  in  paragraph 
(3) ,  and  except  earnings  and  profits  which  were  earned 
after  such  date  by  a  corporation  referred  to  in  para¬ 
graph  (3). 

“(2)  Liquidations  after  December  31, 

(118) *  1966.— 

“(A)  In  general.— In  the  case  of  a  liquida¬ 
tion  occurring  after  December  31,  (119)49€& 
1966,  of  a  corporation  to  which  this  subparagraph 
applies — 

“  (i)  the  date  ‘December  31,  1953’  re¬ 
ferred  to  in  subsections  (e)  (2)  and  (f)  (1) 
shall  be  treated  as  if  such  date  were  ‘December 
31,  1962’,  and 

“  (ii)  so  much  of  the  gain  recognized  under 
subsection  (e)  (1)  as  is  attributable  to  the 
earnings  and  profits  accumulated  after  Febru¬ 
ary  28,  1913,  and  before  January  1, 

(120)4-96£  1967,  shall,  in  the  case  of  stock  in 
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such  corporation  held  for  more  than  6  months, 
be  treated  as  (121)elftss  B  long-term  capital 
gain,  and  only  the  remainder  of  such  gain  shall 
be  treated  as  a  dividend. 

Clause  (ii)  shall  not  apply  to  any  earnings  and 
profits  to  which  the  corporation  succeeds  after 
(122)August  4-  December  31,  1963,  pursuant  to 
any  corporate  reorganization  or  pursuant  to  any 
liquidation  to  which  section  332  applies,  except 
earnings  and  profits  which  on  (123)August  -4 
December  31,  1963,  constituted  earnings  and  profits 
of  a  corporation  referred  to  in  paragraph  (3),  and 
except  earnings  and  profits  which  were  earned  after 
such  date  by  a  corporation  referred  to  in  paragraph 
(3). 

“(B)  Corporations  to  which  appli¬ 
cable. — Subparagraph  (A)  shall  apply  only  with 
respect  to  a  corporation  which  is  referred  to  in  para¬ 
graph  (3)  and  which — 

“  (i)  on  (124)August  47  -1963  January  1, 
1964,  owes  qualified  indebtedness  (as  defined 
in  section  545  (c)  ) , 

“  (ii)  before  January  1,  (125)4967- 1968, 
notifies  the  Secretary  or  his  delegate  that  it  may 
wish  to  have  subparagraph  (A)  apply  to  it 
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and  submits  such  information  as  may  be  re¬ 
quired  by  regulations  prescribed  by  the  Secre¬ 
tary  or  his  delegate,  and 

(iii)  liquidates  before  the  close  of  the  tax¬ 
able  year  in  which  such  corporation  ceases  to 
owe  such  qualified  indebtedness  or  (if  earlier) 
the  taxable  year  referred  to  in  subparagraph 

(C). 

“(C)  Adjusted  post-1963  earnings  and 

PROFITS  EXCEED  QUALIFIED  INDEBTEDNESS. — In 
the  case  of  any  corporation,  the  taxable  year  re¬ 
ferred  to  in  this  subparagraph  is  the  first  taxable 
year  at  the  close  of  which  its  adjusted  post-1963 
earnings  and  profits  equal  or  exceed  the  amount  of 
such  corporation’s  qualified  indebtedness  on  026) 
August  47  4963  J anuary  1, 1964.  For  purposes  of 
the  preceding  sentence,  the  term  'adjusted  post-1963 
earnings  and  profits’  means  the  sum  of — 

“(i)  the  earnings  and  profits  of  such  cor¬ 
poration  for  taxable  years  beginning  after  De¬ 
cember  31,  1963,  without  diminution  by  reason 
of  any  distributions  made  out  of  such  earnings 
and  profits,  and 

“  (ii)  the  deductions  allowed  for  taxable 
years  beginning  after  December  31,  1963,  for 
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exhaustion,  wear  and  tear,  obsolescence,  (127) 
69s  amortization  (128),  or  depletion. 

“  (3)  Coepoeations  eefeeeed  to. — For  purposes 
of  paragraphs  (1)  and  (2) ,  a  corporation  referred  to  in 
this  paragraph  is  a  corporation  which  for  at  least  one  of 
the  two  most  recent  taxable  years  ending  before  (129) 
the  date  of  the  onaetment  of  this  subsection:  December 
31,  1963,  was  not  a  personal  holding  company  under 
section  542,  but  would  have  been  a  personal  holding 
company  under  section  542  for  such  taxable  year  if  the 
law  applicable  for  the  first  taxable  year  beginning  after 
December  31,  1963,  had  been  applicable  to  such  tax¬ 
able  (130)ycar.”  year. 

(13iy‘(4)  Mistake  as  to  applicability  of  subsec¬ 
tion. — An  election  made  under  this  section  by  a  quali¬ 
fied  electing  shareholder  of  a  corporation  in  which  such 
shareholder  states  that  such  election  is  made  on  the  as¬ 
sumption  that  such  corporation  is  a  corporation  referred 
to  in  paragraph  (3)  shall  have  no  force  or  effect  if  it 
is  determined  that  the  corporation  is  not  a  corporation 
referred  to  in  paragraph  ( 3 )” 

(h)  Exception  foe  Ceetain  Coepoeations.— 

(1)  Geneeal  eule. — Except  as  provided  in  para¬ 
graph  (2),  in  the  case  of  a  corporation  referred  to  in 
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section  333  (g)  (3)  of  the  Internal  Revenue  Code  of 
1954  (as  added  by  subsection  (g)  of  this  section) ,  the 
amendments  made  by  this  section  (other  than  subsec¬ 
tions  (f)  and  (g)  )  shall  not  apply  if  there  is  a  com¬ 
plete  liquidation  of  such  corporation  and  if  the  distri¬ 
bution  of  all  the  property  under  such  liquidation  occurs 
before  January  1,  1966. 

(2)  Exception —Paragraph  (1)  shall  not  apply 
to  an}^  liquidation  to  which  section  332  of  the  Internal 
Revenue  Code  of  1954  applies  unless — 

(A)  the  corporate  distributee  (referred  to  in 
subsection  (b)  (1)  of  such  section  332)  in  such 
liquidation  is  liquidated  in  a  complete  liquidation  to 
which  such  section  332  does  not  apply,  and 

(B)  the  distribution  of  all  the  property  under 
such  liquidation  occurs  before  the  91st  day  after  the 
last  distribution  referred  to  in  paragraph  (1)  and 
before  January  1,  1966. 

(i)  Deduction  for  Amortization  of  Indebted¬ 
ness.— 

(1)  Section  545(a)  (relating  to  definition  of  un¬ 
distributed  personal  holding  company  income)  is 
amended  by  striking  out  “subsection  (b)  ”  and  inserting 
in  lieu  thereof  “subsections  (b)  and  (c)”. 
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(2)  Section  545  is  amended  by  adding  at  the  end 
thereof  the  following  new  subsection : 

“  (c)  Special  Adjustment  to  Taxable  Income. — 
“  ( 1 )  In  general. — Except  as  otherwise  provided 
in  this  subsection,  for  purposes  of  subsection  (a)  there 
shall  be  allowed  as  a  deduction  amounts  used,  or  amounts 
irrevocably  set  aside  (to  the  extent  reasonable  with 
reference  to  the  size  and  terms  of  the  indebtedness) ,  to 
pay  or  retire  qualified  indebtedness. 

“  ( 2 )  Corporations  to  which  applicable.— 
This  subsection  shall  apply  only  with  respect  to  a  corpo¬ 
ration — 

“(A)  which  for  at  least  one  of  the  two  most 
recent  taxable  years  ending  before  (132)the  date 
ef  the  cnaetmcnt  ef  this  subseetion  December  31, 
1963,  was  not  a  personal  holding  company  under 
section  542,  but  would  have  been  a  personal  holding 
company  under  section  542  for  such  taxable  year  if 
the  law  applicable  for  the  first  taxable  year  begin¬ 
ning  after  December  31,  1963,  had  been  applicable 
to  such  taxable  year,  or 

“  (B)  to  the  extent  that  it  succeeds  to  the  de¬ 
duction  referred  to  in  paragraph  (1)  by  reason  of 
section  381  ■(c)  (15). 


3746 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 


201 


“(3)  Qualified  indebtedness.— 

“  (A)  In  general. — Except  as  otherwise  pro¬ 
vided  in  this  paragraph,  for  purposes  of  this  sub¬ 
section  the  term  ‘qualified  indebtedness’  means — 

“  (i)  the  outstanding  indebtedness  incurred 
by  the  taxpayer  after  December  31,  1933,  and 
before  (133) August  4y  4963,  January  1, 
1964,  and 

“  (ii)  the  outstanding  indebtedness  incurred 
after  (134)July  34j  -1963,  December  31,  1963, 
for  the  purpose  of  making  a  payment  or  set- 
aside  referred  to  in  paragraph  ( 1 )  in  the  same 
taxable  year,  but  (135)^  in  the  ease  ef  seeh  a 
payment  or  set-aside  whieh  is  made  en  or  after 
the  first  day  ef  the  hrst  taxable  year  beginning 
after  December  34-^  4963,  only  to  the  extent  the 
deduction  otherwise  allowed  in  paragraph  (l) 
with  respect  to  such  payment  or  set-aside  is 
treated  as  nondeductible  by  reason  of  the  elec¬ 
tion  provided  in  paragraph  (4) . 

“(B)  Exception. — For  purposes  of  subpara¬ 
graph  (A),  qualified  indebtedness  does  not  include 
any  amounts  which  were,  at  any  time  after  (136) 
drdy  34^  December  31,  1963,  and  before  the  pay- 
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ment  or  set-aside,  owed  to  a  person  who  at  such 
time  owned  (or  was  considered  as  owning  within 
the  meaning  of  section  318  (a)  )  more  than  10  per¬ 
cent  in  value  of  the  taxpayer’s  outstanding  stock. 

“  (C)  Keduction  foe  amounts  ieeevo- 
CABLY  set  aside. — For  purposes  of  subparagraph 
(A) ,  the  qualified  indebtedness  with  respect  to  a 
contract  shall  be  reduced  by  amounts  irrevocably 
set  aside  before  the  taxable  year  to  pay  or  retire 
such  indebtedness;  and  no  deduction  shall  be  al¬ 
lowed  under  paragraph  (1)  for  payments  out  of 
amounts  so  set  aside. 

“(4)  Election  not  to  deduct. — A  taxpayer 
may  elect,  under  regulations  prescribed  by  the  Secre¬ 
tary  or  his  delegate,  to  treat  as  nondeductible  an  amount 
otherwise  deductible  under  paragraph  (1)  ;  but  only 
if  the  taxpayer  files  such  election  on  or  before  the  15th 
day  of  the  third  month  following  the  close  of  the  taxable 
year  with  respect  to  which  such  election  applies,  desig¬ 
nating  therein  the  amounts  which  are  to  be  treated  as 
nondeductible  and  specifying  the  indebtedness  (referred 
to  in  paragraph  (3)  (A)  (ii)  )  incurred  for  the  purpose 
of  making  the  payment  or  set-aside. 
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“(5)  Limitations. — The  deduction  otherwise  al¬ 
lowed  by  this  subsection  for  the  taxable  year  shall  be 
reduced  by  the  sum  of— 

“  (A)  the  amount,  if  any,  by  which — 

“  (i)  the  deductions  allowed  for  the  taxable 
year  and  all  preceding  taxable  years  beginning 
after  December  31,  1963,  for  exhaustion,  wear 
and  tear,  obsolescence,  (137)6*  amortization 
amortization,  or  depletio?i  (other  than  such  de¬ 
ductions  which  are  disallowed  in  computing 
undistributed  personal  holding  company  income 
under  subsection  (b)  (8)),  exceed 

“  (ii)  any  reduction,  by  reason  of  this 
subparagraph,  of  the  deductions  otherwise  al¬ 
lowed  by  this  subsection  for  such  preceding 
taxable  years,  and 

“(B)  the  amount,  if  any,  by  which — 

“  (i)  the  deductions  allowed  under  sub¬ 
section  (b)  (5)  in  computing  undistributed  per¬ 
sonal  holding  company  income  for  the  taxable 
year  and  all  preceding  taxable  years  beginning 
after  December  31,  1963,  exceed 

“  (ii)  any  reduction,  by  reason  of  this  sub- 


3749 


6(9 — 108 — 66— pt,  4- 


15 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 


204 


paragraph,  of  the  deductions  otherwise  allowed 
by  this  subsection  for  such  preceding  taxable 
years. 

“  (6)  Pro-rata  reduction  in  certain  cases.— 
For  purposes  of  paragraph  (3)  (A),  if  property  (of  a 
character  which  is  subject  to  (138)tbe  an  allowance  for 
exhaustion,  wear  and  tear,  obsolescence,  (139)er  amort¬ 
ization  amortization,  or  depletion)  is  disposed  of  after 
(140)Auly  34  December  31,  1963,  the  total  amounts  of 
qualified  indebtedness  of  the  taxpayer  shall  be  reduced 
pro-rata  in  the  taxable  year  of  such  disposition  by  the 
amount,  if  any,  by  which — 

“  (A)  the  adjusted  basis  of  such  property  at  the 
time  of  such  disposition,  exceeds 

“(B)  the  amount  of  qualified  indebtedness 
which  ceased  to  be  qualified  indebtedness  with 
respect  to  the  taxpayer  by  reason  of  the  assump¬ 
tion  of  the  indebtedness  by  the  transferee.” 

(3)  Paragraph  (15)  of  section  381  (c)  (relating 
to  carryovers  in  certain  corporate  acquisitions)  is 
amended  to  read  as  follows: 

“(15)  Indebtedness  of  certain  personal 
holding  companies. — The  acquiring  corporation  shall 
be  considered  to  be  the  distributor  or  transferor  corpora¬ 
tion  for  the  purpose  of  determining  the  applicability  of 
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subsections  (b)  (7)  and  (c)  of  section  545,  relating  to 
deduction  with  respect  to  payment  of  certain  indebted- 
ness.,, 

(14iy{jj-  Increase  m  41a sis  With  Respect  to  Certain 
Foreign  Personal  Holding  Company  Holdings. — 

general. — Part  44  of  sabehaptcr  0  of 
chapter  4  -(relating  to  basis  rules  of  general  application) 
is  amended  by  redesignating  section  4-022  as  section 
1023  and  by  inserting  after  seetion  402-1-  tbe  following 
new  sections 

£fSEC,  4022,  INCREASE  IN  BASIS  WITH  RESPECT  TO  CER¬ 
TAIN  FOREIGN  PERSONAL  HOLDING  COMs 
PANY  HOLDINGS. 

-(a)  General  Role. — Fhe  basis  (determined  under 
section  1014  (b)  (5) ,  relating  to  basis  of  stock  or  securities 
in  a  foreign  personal  bolding  company)  of  a  share  of  stock 
or  a  security  acquired  from  a  decedent  dying  after  August 
Hq  4-963,  of  a  corporation  which  was  a  foreign  personal 
holding  company  for  its  most  recent  taxable  year  ending 
before  the  date  of  the  enactment  of  this  seetion  shall  he  in¬ 
creased  by  its  proportionate  share  of  any  Federal  estate  tax 
attributable  to  the  net  appreciation  in  value  of  all  of  such 
shares  and  securities  determined  as  provided  in  this  seetion. 

‘-(b)  Proportionate  Shared — For  purposes  of  sub¬ 
section  -fa)-j  the  proportionate  share  of  a  share  of  stoek  or  of 


3751 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 


206 

a  geeurity  is  that  amount  which  hears  the  same  ratio  to  the 
aggregate  increase  determined  under  subsection  -(c)  (£)  as 
the  appreciation  in  value  of  sueh  share  or  security  hears  to 
the  aggregate  appreciation  in  value  of  all  sueh  shares  and 
securities  having  appreciation  in  value. 

Special  Rules  and  Fepinition^ — For  pur¬ 
poses  of  this  section — 

“■(■1)  Federal  estate  tax — The  term  -'Federal 
estate  ta x  means  only  the  tax  imposed  hy  section  2001 
or  2404,  reduced  hy  any  credit  allowable  with  respect 
to  a  tax  on  prior  transfers  hy  section  2043  or  2102. 

“  (2)  Federal  estate  tax  attributable  to 
net  appreciation  in  value. — The  Federal  estate  tax 
attributable  to  the  net  appreciation  in  value  of  all  shares 
of  stock  and  securities  to  whieh  subsection  -(a)-  applies 
is  that  amount  which  bears  the  same  ratio  to  the  Federal 
estate  tax  as  the  net  appreciation  in  value  of  all  of  sueh 
shares  and  securities  bears  to  the  value  of  the  gross  estate 
as  determined  under  chapter  44  -(ineluding  section  2032, 
relating  to  alternative  valuation-)  ? 

iL(3f  Fxt  appreciation. — The  net  appreciation  in 
value  of  all  shares  and  securities  to  which  subsection  -faf 
applics  is  the  amount  by  whieh  the  fair  market  value  of 
all  sueh  shares  and  securities  execeds  the  basis  of  sueh 
property  in  the  hands  of  the  decedent. 
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“"(4)  4" AIR  MARKET  VALUE^ — Lor  purposes  of  this 
section^-  the  term  hair  market  valae^  means  fair  market 
value  determined  under  ehapter  44-  (ineluding  section 
2032,  relating  te  alternate  valuation 
“-(d)  Limitations — This  section  shall  net  apply  te 
any  foreign  personal  holding  company  referred  te  in  seetion 
342-(a)  (2).” 

-f2)-  Amendment  op  section  -r-o-mfa^ — Seetion 
4046-(a)  -(relating  to  adjustments  to  basis)  is  amended 
by  striking  out  the  period  at  the  end  thereof  and  by 
inserting  in  lieu  thereof  a  semieolon  and  by  adding  at 
the  end  thereof  the  following  new  paragraph : 

“-(21)  1°  the  extent  provided  in  seetion  402-2,  re¬ 
lating  to  inerease  in  basis  for  certain  foreign  personal 
holding  company  holdings,-  or  in  seetion  -2-10  (j)  (4)  of 
the  Revenue  Aet  of  406 82- 

-(8)-  Clerical  amendments. — 

-(A-)-  The  table  of  sections  for  part  44  of  sub- 


ehapter  0  of  ehapter  4  is  amended  by  striking 


l/Ut 


-  Soo;  1023;  Gross  ref-ereneesr- 
and  inserting  in  lieu  thereof  the  following : 

-‘-See?  1022t  Increase  in  basis  with  respect  to  certain  foreign 
personal  holding  company  holdings. 

“Soo.  102£t  Cross  references.” 
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-f4f  One-month  liquidations. — 41 — 

-w-*  cooperation  was  a  foreign  personal 
holding  company  for  its  most  recent  taxable  year 
ending  before  the  date  of  the  enactment  of  Ibis 
Aetj 

-(44)-  aH  of  the  stock  of  sack  corporation  is 
owned  on  August  4eq  -1963,  and  at  the  time  of 
liquidation,'  by  individuals  and  estates,  and 

-(G)-  the  transfer  of  all  the  property  under  the 
liquidation  occurs  within  one  of  the  first  4  calendar 
months  ending  after  such  date  of  enactment, - 
then  sack  corporation  shah  be  treated  as  a  domestic 
corporation  for  purposes  of  section  333  of  the  Internal 
Revenue  Gode  of  4934  -(relating  to  4-month  liquida¬ 
tions)  ,  and  shah  be  treated  as  a  foreign  corporation  for 
purposes  of  section  3G7  of  suck  Gode  -(relating  to  foreign 
corporations) .  4n  applying  suck  section  £64  for  pur¬ 
poses  of  this  paragraph?  references  in  the  first  sentence  of 
suck  section  334  to  other  sections  of  sack  Code  shall  be 
treated  as  mdading  a  reference  to  suck  section  333r 
-(b)-  34aSIS  OF  CERTAIN  PROPERTY  ACQUIRED 
FROM  A  DECEDENT. — 

■(A)-  4n  the  ease  of  property  described  in  sub¬ 
paragraph  -(44)-  acquired  from  a  deeedent  or  passing 
from  a  deeedent  -(within  the  meaning  of  section 
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l-Qll-(b)  el  the  Internal  Revenue  Cede  el  4951) , 
Ihe  basis  shall  -fin  lieu  el  being  the  basis  provided 
by  section  4014  el  such  (lode)-  be  the  basis  immedi 
fttely  before  the  death  el  the  decedent-  increased 
by  the  amount  el  any  federal  estate  tax  attributable 
to  the  net  appreciation  in  value  el  sueh  property 
-(-determined  in  accordance  with  section  4022  el  sueh 
Gode  as  il  sueh  property  were  stock  and  securities 
referred  to  in  sueh  seetion) . 

■f®)“  Subparagraph  -(A)-  shah  apply  to — 

-(a)-  property  which  the  deeedent  received 
as  a  qualified  electing  shareholder,  and 

-fir)-  property  the  basis  of  which  -(-without 
Ore  application  ol  this  paragraph)  is  a  sub¬ 
stituted  basis  -fas  defined  in  section  4016-fb) 
of  the  Internal  Revenue  Gode  of  4954)-  deter  ¬ 
mined  by  reference  to  the  basis  of  such  property 
or  other  property  received  by  any  individual  or 
estate  as  a  qualified  electing  shareholder. 
Rer  purposes  of  this  subparagraph,  property  shad 
be  treated  as  property  received  as  a  qualified  elect¬ 
ing  shareholder  ifj  with  respeet  to  sued  property^  the 
reeipient  was  a  qualified  electing  shareholder  -(within 
the  meaning  of  seetion  £3 3  (e)  of  sueh  Gode)  in 
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a  corporate  liquidation  to  which  section  £3-3  of 
sueh  Code  applied  by  reason  of  paragraph  -(4 )-  of 
this  subsection. 

■(C)  4n  the  ease  of  property  acquired  from  the 
decedent  by  gifty  the  increase  in  basis  under  this 
paragraph  shall  not  exceed  the  amount  by  whleh 
the  Increase  under  this  paragraph  is  greater  than 
the  increase  allowable  under  section  1015  (d)  of  the 
Internal  Revenue  Code  of  1954. 

-(h)-  Limitations. — The  provisions  of  paragraphs 
-f4f  and  -f§)-  of  this  subseetion  shall  not  apply  to  any 
foreign  eorporation  referred  to  in  section  342  (a)  (2) 
of  the  Internal  Revenue  Code  of  1954. 

-f7)-  Meaning  op  terms. — Terms  used  in  para¬ 
graphs  -(4)-  through  -fhf  of  this  subseetion  shall  have 
the  same  meaning  as  when  used  in  ehapter  4  of  the 
Internal  Revenue  Code  of  1954. 

(142>(h)-  (j)  Technical  Amendments.— 

(1)  Section  542  (b)  (relating  to  corporations  filing 
consolidated  returns)  is  amended  by  striking  out  “gross 
income”  each  place  it  appears  and  inserting  in  lieu 
thereof  “adjusted  ordinary  gross  income”. 

(2)  Section  543  (relating  to  personal  holding  com¬ 
pany  income)  is  amended  by  striking  out  subsection 
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(d)  (relating  to  special  adjustment  on  disposition  of 
antitrust  stock  received  as  a  dividend) . 

(3)  Section  544  (relating  to  rules  for  determining 
stock  ownership)  is  amended — 

(A)  by  striking  out  “section  543  (a)  (5)  ”  each 
place  it  appears  and  inserting  in  lieu  thereof  “section 
543(a)  (7)  ”,  and 

(B)  by  striking  out  “section  543  (a)  (9)  ”  each 
place  it  appears  and  inserting  in  lieu  thereof  “section 
543  (a)  (4)  ” 

(4)  Beal  estate  investment  teusts.— Para¬ 
graph  (6)  of  section  856(a)  (relating  to  definition  of 
real  estate  investment  trust)  is  amended  by  striking  out 
“gross  income”  and  inserting  in  lieu  thereof  “adjusted 
ordinary  gross  income  (as  defined  in  section  543 

(b)  (2))” 

(5)  Unincorporated  business  enterprises 

ELECTING  TO  BE  TAXED  AS  DOMESTIC  CORPORATIONS. — 
Section  1361  (i)  (relating  to  personahholding  company 
income)  is  amended  to  read  as  follows: 

“  (i)  Personal  Holding  Company  Income.— 

“  (1)  Excluded  from  income  of  enterprise. — 
There  shall  be  excluded  from  the  gross  income  of  the 
enterprise  as  to  which  an  election  has  been  made  under 
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subsection  (a)  any  item  of  gross  income  (computed 
without  regard  to  the  adjustments  provided  in  section 
543(b)  (3)  or  (4))  if,  but  for  this  paragraph,  such 
item  (adjusted,  where  applicable,  as  provided  in  section 
543(b)  (3)  or  (4))  would  constitute  personal  holding 
company  income  (as  defined  in  section  543  (a) )  of  such 
enterprise. 

“  (2)  Income  and  deductions  of  owners. — 
Items  excluded  from  the  gross  income  of  the  enter¬ 
prise  under  paragraph  ( 1 ) ,  and  the  expenses  attribut¬ 
able  thereto,  shall  be  treated  as  the  income  and  deduc¬ 
tions  of  the  proprietor  or  partners  (in  accordance  with 
their  distributive  shares  of  partnership  income)  of  such 
enterprise. 

“(3)  Distributions.— If— 

(A)  the  amount  excluded  from  gross  income 
under  paragraph  (2)  exceeds  the  expenses  at¬ 
tributable  thereto,  and 

“(B)  any  portion  of  such  excess  is  distributed 
to  the  proprietor  or  partner  during  the  year  earned, 
such  portion  shall  not  be  taxed  as  a  corporate  distribu¬ 
tion.  The  portion  of  such  excess  not  distributed  during 
such  year  shall  be  considered  as  paid-in  surplus  or  as 
a  contribution  to  capital  as  of  the  close  of  such  year.” 
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(6)  Assessment  and  collection  of  peesonal 
HOLDING  COMPANY  tax. — Section  6501  (f)  (relating 
to  personal  holding  company  tax)  is  amended  by 
striking  out  “gross  income,  described  in  section 
543  (a),  and  inserting  in  lieu  thereof  “gross  income 
and  adjusted  ordinary  gross  income,  described  in  section 
543,”. 

(143>f4f  (k)  Effective  Dates. — 

(1)  The  amendments  made  by  this  section  (other 
than  by  subsections  (c)  (1),  (f) ,  (144>{g)-?  ami  -{jf 
and  ( g) )  shall  apply  to  taxable  years  beginning  after 
December  31,  1963. 

(2)  The  amendment  made  by  subsection  (c)  (1) 
shall  apply  to  taxable  years  beginning  after  October  16, 
1962. 

(3)  The  amendments  made  by  subsections  (f)  and 
(g)  shall  apply  to  distributions  made  in  any  taxable 
year  of  the  distributing  corporation  beginning  after  De¬ 
cember  31,  1963. 

(145) -f4)-  the  amendments  made  by  paragraphs 

ftfrd  -f3f  ef  subsection  -(j)-  shah  apply  in  rcspeet 
of  deeedents  dying  after  August  1963: 

(146) -f5f  (4)  Subsection  (h)  shall  apply  to  taxable 
years  beginning  after  December  31,  1963. 
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SEC.  (147)m  227.  TREATMENT  OF  PROPERTY  IN  CASE 

OF  OIL  AND  GAS  WELLS. 

(a)  In  General— Section  614  (b)  (relating  to  special 
rule  as  to  operating  mineral  interests)  is  amended  to  read  as 
follows : 

“  (b)  Special  Rules  as  to  Operating  Mineral 
Interests  in  Oil  and  Gas  Wells. — In  the  case  of  oil 
and  gas  wells — 

“  ( 1 )  In  general. — Except  as  otherwise  provided 
in  this  subsection — 

“(A)  all  of  the  taxpayer’s  operating  mineral 
interests  in  a  separate  tract  or  parcel  of  land  shall 
be  combined  and  treated  as  one  property,  and 
“  (B)  the  taxpayer  may  not  combine  an  operat¬ 
ing  mineral  interest  in  one  tract  or  parcel  of  land 
with  an  operating  mineral  interest  in  another  tract 
or  parcel  of  land. 

“(2)  Election  to  treat  operating  mineral 
interests  as  separate  properties.— If  the  tax¬ 
payer  has  more  than  one  operating  mineral  interest  in 
a  single  tract  or  parcel  of  land,  he  may  elect,  to  treat 
one  or  more  of  such  operating  mineral  interests  as 
separate  properties.  The  taxpayer  may  not  have  more 
than  one  combination  of  operating  mineral  interests  in 
a  single  tract  or  parcel  of  land.  If  the  taxpayer  makes 
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the  election  provided  in  this  paragraph  with  respect  to 
any  interest  in  a  tract  or  parcel  of  land,  each  operating 
mineral  interest  which  is  discovered  or  acquired  by  the 
taxpayer  in  such  tract  or  parcel  of  land  after  the  taxable 
year  for  which  the  election  is  made  shall  be  treated — 
“  (A)  if  there  is  no  combination  of  interests  in 
such  tract  or  parcel,  as  a  separate  property  unless 
the  taxpayer  elects  to  combine  it  with  another  in¬ 
terest,  or 

“(B)  if  there  is  a  combination  of  interests  in 
such  tract  or  parcel,  as  part  of  such  combination 
unless  the  taxpayer  elects  to  treat  it  as  a  separate 
property. 

“(3)  Certain  unitization  or  pooling  ar¬ 
rangements.— 

“  (A)  In  general. — Under  regulations  pre¬ 
scribed  by  the  Secretary  or  his  delegate,  if  one  or 
more  of  the  taxpayer’s  operating  mineral  interests 
participate,  under  a  voluntary  or  compulsory 
unitization  or  pooling  agreement,  in  a  single  co¬ 
operative  or  unit  plan  of  operation,  then  for  the 
period  of  such  participation — 

“  (i)  they  shall  be  treated  for  all  purposes 
of  this  subtitle  as  one  property,  and 

“(ii)  the  application  of  paragraphs  (1), 
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(2) ,  and  (4)  in  respect  of  such  interests  shall 
be  suspended. 

“(B)  Limitation. — Subparagraph  (A)  shall 
apply  to  a  voluntary  agreement  only  if  all  the 
operating  mineral  interests  covered  by  such  agree¬ 
ment — 

“(i)  are  in  the  same  deposit,  or  are  in  2 
or  more  deposits  the  joint  development  or  pro¬ 
duction  of  which  is  logical  from  the  standpoint 
of  geology,  convenience,  economy,  or  conser¬ 
vation,  and 

(ii)  are  in  tracts  or  parcels  of  land  which 
are  contiguous  or  in  close  proximity. 

“(C)  Special  rule  in  the  case  of  ar¬ 
rangements  ENTERED  INTO  IN  TAXABLE  YEARS 
BEGINNING  BEFORE  JANUARY  1,  10  64.— If— 

“(i)  two  or  more  of  the  taxpayer's  op¬ 
erating  mineral  interests  participate  under  a 
voluntary  or  compulsory  unitization  or  pooling 
agreement  entered  into  in  any  taxable  year 
beginning  before  January  1,  1964,  in  a  single 
cooperative  or  unit  plan  of  operation, 

“(ii)  the  taxpayer,  for  the  last  taxable 
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year  beginning  before  January  1,  1964,  treated 
such  interests  as  two  or  more  separate  prop¬ 
erties,  and 

(iii)  it  is  determined  that  such  treatment 
was  proper  under  the  law  applicable  to  such 
taxable  year, 

such  taxpayer  may  continue  to  treat  such  interests 
in  a  consistent  manner  for  the  period  of  such  par¬ 
ticipation. 

“  (4)  Manner,  time,  and  scope  of  election.— 
“  (A)  Manner  and  time.— Any  election  pro¬ 
vided  in  paragraph  (2)  shall  be  made  for  each 
operating  mineral  interest,  in  the  manner  prescribed 
by  the  Secretary  or  his  delegate  by  regulations,  not 
later  than  the  time  prescribed  by  law  for  filing  the 
return  (including  extensions  thereof)  for  whichever 
of  the  following  taxable  years  is  the  later:  The  first 
taxable  year  beginning  after  December  31,  1963, 
or  the  first  taxable  year  in  which  any  expenditure 
for  development  or  operation  in  respect  of  such  oper¬ 
ating  mineral  interest  is  made  by  the  taxpayer  after 
the  acquisition  of  such  interest. 

“(B)  Scope. — Any  election  under  paragraph 
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(2)  shall  be  for  all  purposes  of  this  subtitle  and 
shall  be  binding  on  the  taxpayer  for  all  subsequent 
taxable  years. 

“(5)  Treatment  of  certain  properties. — If, 
on  the  day  preceding  the  first  day  of  the  first  taxable 
year  beginning  after  December  31,  1963,  the  taxpayer 
has  any  operating  mineral  interests  which  he  treats 
under  subsection  (d)  of  this  section  (as  in  effect  before 
the  amendments  made  by  the  Revenue  Act  of  (148) 
4063-  1964),  such  treatment  shall  be  continued  and  shall 
be  deemed  to  have  been  adopted  pursuant  to  paragraphs 
(1)  and  (2)  of  this  subsection  (as  amended  by  such 
Act) ” 

(b)  Technical  Amendments. — 

(1)  The  heading  of  section  614(c)  is  amended  to 
read  as  follows: 

“(c)  Special  Rules  as  to  Operating  Mineral 
Interests  in  Mines.—1 ” 

(2)  Paragraph  (5)  of  section  614(c)  is  hereby 
repealed. 

(3)  Section  614  (d)  is  amended  to  read  as  follows: 
“(d)  Operating  Mineral  Interests  Defined.— 

For  purposes  of  this  section,  the  term  ‘operating  mineral  in¬ 
terest’  includes  only  an  interest  in  respect  of  which  the  costs 
of  production  of  the  mineral  are  required  to  be  taken  into 
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account  by  the  taxpayer  for  purposes  of  computing  the  50 
percent  limitation  provided  for  in  section  613,  or  would  be 
so  required  if  the  mine,  well,  or  other  natural  deposit  were  in 
the  production  stage.” 

(4)  Section  614(e)  (2)  is  amended  by  striking 
out  “within  the  meaning  of  subsection  (b)  (3)”. 

(c)  Allocation  of  Basis  in  Certain  Cases —For 
purposes  of  the  Internal  Revenue  Code  of  1954 — 

(1)  Fair  market  value  rule— Except  as  pro¬ 
vided  in  paragraph  (2),  if  a  taxpayer  has  a  section 
614(b)  aggregation,  then  the  adjusted  basis  (as  of  the 
first  day  of  the  first  taxable  year  beginning  after  Decem¬ 
ber  31,  1963)  of  each  property  included  in  such  aggre¬ 
gation  shall  be  determined  by  multiplying  the  adjusted 
basis  of  the  aggregation  by  a  fraction — 

(A)  the  numerator  of  which  is  the  fair  market 
value  of  such  property,  and 

(B)  the  denominator  of  which  is  the  fair  mar¬ 
ket  value  of  such  aggregation. 

For  purposes  of  this  paragraph,  the  adjusted  basis  and 
the  fair  market  value  of  the  aggregation,  and  the  fair 
market  value  of  each  property  included  therein,  shall 
be  determined  as  of  the  day  preceding  the  first  day  of 
the  first  taxable  year  which  begins  after  December 
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31,  1963. 
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(2)  Allocation  of  adjustments,  etc. — If  the 
taxpayer  makes  an  election  under  this  paragraph  with 
respect  to  any  section  614(b)  aggregation,  then  the 
adjusted  basis  (as  of  the  first  day  of  the  first  taxable  year 
beginning  after  December  31,  1963)  of  each  property 
included  in  such  aggregation  shall  be  the  adjusted  basis 
of  such  property  at  the  time  it  was  first  included  in  the 
aggregation  by  the  taxpayer,  adjusted  for  that  portion  of 
those  adjustments  to  the  basis  of  the  aggregation  which 
are  reasonably  attributable  to  such  property.  If,  under 
the  preceding  sentence,  the  total  of  the  adjusted  bases  of 
the  interests  included  in  the  aggregation  exceeds  the 
adjusted  basis  of  the  aggregation  (as  of  the  day  preced¬ 
ing  the  first  day  of  the  first  taxable  year  which  begins 
after  December  31,  1963),  the  adjusted  bases  of  the 
properties  which  include  such  interests  shall  be  adjusted, 
under  regulations  prescribed  by  the  Secretary  of  the 
Treasury  or  his  delegate,  so  that  the  total  of  the  ad¬ 
justed  bases  of  such  interests  equals  the  adjusted  basis 
of  the  aggregation.  An  election  under  this  paragraph 
shall  be  made  at  such  time  and  in  such  manner  as  the 
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Secretary  of  the  Treasury  or  his  delegate  shall  by  regu¬ 
lations  prescribe. 

(3)  Definitions. — For  purposes  of  this  subsec¬ 
tion — 

(A)  Section  6  i  4(b)  aggregation. — The 
term  “section  614(b)  aggregation”  means  any  ag¬ 
gregation  to  which  section  614(b)  (1)  (A)  of  the 
Internal  Revenue  Code  of  1954  (as  in  effect  before 
the  amendments  made  by  subsection  (a)  of  this 
section)  applied  for  the  day  preceding  the  first  day 
of  the  first  taxable  year  beginning  after  December 
31,  1963. 

(B)  Property. — The  term  “property”  has  the 
same  meaning  as  is  applicable,  under  section  614 
of  the  Internal  Revenue  Code  of  1954,  to  the  tax¬ 
payer  for  the  first  taxable  year  beginning  after 
December  31,  1963. 

(d)  Effective  Date.— The  amendments  made  by  sub¬ 
sections  (a)  and  (b)  shall  apply  to  taxable  years  beginning 
after  December  31,  1963. 
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SEC.  (149)21S  228.  TREATMENT  OF  CERTAIN  IRON  ORE 

ROYALTIES. 

(a)  In  General  — 

(1)  Amendment  of  section  6  31(c)—  Section 
631  (c)  (relating  to  disposal  of  coal  with  a  retained  eco¬ 
nomic  interest)  is  amended — 

(A)  by  striking  out  the  heading  and  inserting 
in  lieu  thereof  the  following : 

“  (c)  Disposal  of  Coal  or  (15Q7)Domestic  Iron 
Ore  With  a  Retained  Economic  Interest. — 

(151)  (B)  fey  inserting  ^er  iron  ere^  after  “eoal  -(4n- 
eluding  lignite) and 

(B)  by  inserting  “or  iron  ore  mined  in  the 
United  States ,”  after  “ coal  (including  lignite),”; 

(C)  by  inserting  “or  iron  ore”  after  “coal” 
each  other  place  it  appears  in  section  (152)631  (e)-. 
631(c)  ;  and 

(153 )(D)  by  adding  at  the  end  thereof  the  following 
new  sentence: 

“This  subsection  shall  not  apply  to  any  disposal  of  iron  ore — 
“(1)  to  a  person  ivhose  relationship  to  the  person 
disposing  of  such  iron  ore  would  result  in  the  disallow¬ 
ance  of  losses  under  section  267  or  707(b),  or 
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“(2)  to  a  person  owned  or  controlled  directly  or 
indirectly  by  the  same  interests  which  own  or  control  the 
person  disposing  of  such  iron  ore.” 

(2)  Amendment  of  section  1231(b) —Section 
1231(b)  (2)  (defining  property  used  in  the  trade  or 
business)  is  amended  to  read  as  follows: 

“(2)  Timber,  coal,  or  (154 ^domestic  iron 
ore. — Such  term  includes  timber,  coal,  and  iron  ore 
with  respect  to  which  section  631  applies.” 

(3)  Amendment  of  section  272. — The  text  of 
section  272  (relating  to  disposal  of  coal)  is  amended  by 
inserting  “or  iron  ore”  after  “coal”  each  place  it  appears, 
(b)  Clerical  Amendments. — 

(1)  the  heading  of  section  631  is  amended  to  read 
as  follows: 

“SEC.  631.  GAIN  OR  LOSS  IN  THE  CASE  OF  TIMBER,  COAL, 
OR  (155 ^DOMESTIC  IRON  ORE.” 

(2)  The  table  of  sections  for  part  III  of  subchapter 
I  of  chapter  1  is  amended  by  striking  out 

“Sec.  631.  Gain  or  loss  in  the  case  of  timber  or  coal.” 
and  inserting  in  lieu  thereof  the  following: 

“Sec.  631.  Gain  or  loss  in  the  case  of  timber,  coal,  or 
(156 }  domestic  iron  ore.” 
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(3)  The  heading  of  section  272  is  amended  to  read 
as  follows: 

“SEC.  272.  DISPOSAL  OF  COAL  OR  (157)DOM£S77C  IRON 
ORE” 

(4)  The  table  of  sections  for  part  IX  of  sub^hapter 

B  of  chapter  1  is  amended  by  striking  out 
“Sec.  272.  Disposal  of  coal.” 
and  inserting  in  lieu  thereof  the  following: 

“Sec.  272.  Disposal  of  coal  or  (158 )  domestic  iron  ore.” 

(5)  Section  1016  (a)  (15)  is  amended  by  inserting 
“or  (159 ^domestic  iron  ore”  after  “coal”. 

(6)  Section  1402(a)  (3)  (B)  is  amended  to  read 
as  follows : 

“(B)  from  the  cutting  of  timber,  or  the  dis¬ 
posal  of  timber,  coal,  or  iron  ore,  if  section  631 
applies  to  such  gain  or  loss,  or” 

(160)  (7)  Section  211  (a)(3)  of  the  Social  Security  Act 
is  amended  by  striking  out  clause  (B)  and  inserting  in 
lieu  thereof  “(B)  from  the  cutting  of  timber,  or  the  dis¬ 
posal  of  timber,  coal,  or  iron  ore,  if  section  631  of  the 
Internal  Revenue  Code  of  1954  applies  to  such  gain  or 
loss,”. 

(161)-fof  Effective  Eate. — The  amendments  made  by 
this  section  shall  apply  to  iron  ore  mined  in  taxable  years 
beginning  after  Eocember  347  4963. 
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( G)  Effective  Date . — The  amendments  made  by  this 
section  shall  apply  with  respect  to  amounts  received  or  ac¬ 
crued  in  taxable  years  beginning  after  December  31,  1963, 
attributable  to  iron  ore  mined  in  such  taxable  years . 
(162)S£C.  229.  INSURANCE  COMPANIES. 

(a)  Certain  Mutualization  Distributions  Made 
in  1962  — 

(1)  Deduction  for  certain  mutualization 
distributions.— Section  809  (d )  (11)  (relating  to 
deductions  in  computing  gain  from  operations  in  the 
case  of  certain  mutualization  distributions)  is  amended 
by  striking  out  “and  1961 ”  and  inserting  in  lieu  thereof 
'‘1961,  and  1962”. 

(2)  Application  of  section  sis.— Section 
809(g)(3)  (relating  to  application  of  section  815  to 
certain  mutualization  distributions)  is  amended  by  strik¬ 
ing  out  “or  1961 ”  and  inserting  in  lieu  thereof  “1961, 
or  1962”. 

(b)  Accrual  of  Bond  Discount  — 

(1)  Life  insurance  companies.— Section  818 
(b)  (relating  to  amortization  of  premium  and  accrual 
of  discount)  is  amended  by  adding  at  the  end  thereof 
the  following  new  paragraph : 

“(3)  Exception —For  taxable  years  beginning 
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after  December  31,  1962,  no  accrual  of  discount  shall 
be  required  under  paragraph  (1)  on  any  bond  ( as 
defined  in  section  171(d) ) ,  except  in  the  case  of  discount 
which  is — 

“(A)  interest  to  which  section  103  applies,  or 
“(B)  original  issue  discount  (as  defined  in 
section  1232(b)  ). 

For  purposes  of  section  805(b)  (3 )( A) ,  the  current 
earnings  rate  for  any  taxable  year  beginning  before 
January  1,  1963,  shall  be  determined  as  if  the  preceding 
sentence  applied  to  such  taxable  year.” 

(2)  Mutual  insurance  companies. — Section 
822  (d)(2)  ( relating  to  amortization  of  premium  and  ac¬ 
crual  of  discount)  is  amended  by  adding  at  the  end 
thereof  the  following  new  sentence:  “For  taxable  years 
beginning  after  December  31,  1962,  no  accrual  of  dis¬ 
count  shall  be  required  under  this  paragraph  on  any  bond 
(as  defined  in  section  171(d) ).” 

(c)  Contributions  to  Qualified,  etc.,  Plans  — 
Section  832(c)  (10)  (relating  to  deductions  allowed  in  com¬ 
puting  taxable  income  of  certain  insurance  companies)  is 
amended  by  inserting  before  the  semicolon  at  the  end  thereof 
“and  in  part  I  of  subchapter  D  (sec.  401  and  following,  relat¬ 
ing  to  pension,  profit-sharing,  stock  bonus  plans,  etc.)” . 

(d)  Effective  Dates. — The  amendment  made  by  sub- 
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section  (a)  shall  apply  to  taxable  years  beginning  after  De¬ 
cember  31,  1961.  The  amendment  made  by  subsection  (c) 
shall  apply  to  taxable  years  beginning  after  December  31, 
1953,  and  ending  after  August  16, 1954. 

(163 )S£C.  230.  REGULATED  INVESTMENT  COMPANIES. 

( a)  Time  for  Mailing  Certain  Notices  to 
Shareholders. — The  following  provisions  (relating  to 
notices  to  shareholders  by  regulated  investment  companies) 
are  amended  by  striking  out  “30  days” ,  ivherever  appearing 
therein,  and  inserting  in  lieu  thereof  “45  days’’  : 

(1)  Section  852(b)(3)(C), 

(2 )  Section  852(b)  (3)  (D )  (i) , 

(3)  Section  853(c), 

(4)  Section  854(b)(2),  and 

(5)  Section  855(c). 

(b)  Certain  Redemptions  by  TJnit  Investment 
Trusts. — Section  852  ( relating  to  taxation  of  regulated  in¬ 
vestment  companies  and  their  shareholders)  is  amended  by 
adding  at  the  end  thereof  the  following  new  subsection: 

“(d)  Distributions  in  Redemption  of  Interests 
in  Unit  Investment  Trusts.— In  the  case  of  a  unit 
investment  trust — 

“(1)  which  is  registered  under  the  Investment  Com¬ 
pany  Act  of  1940  and  issues  periodic  payment  plan 
certificates  ( as  defined  in  such  Act),  and 
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“(2)  substantially  all  of  the  assets  of  which  consist  of 
securities  issued  by  a  management  company  ( as  defined  in 
such  Act), 

section  562(c)  (relating  to  preferential  dividends)  shall  not 
apply  to  a  distribution  by  such  trust  to  a  bolder  of  an  interest 
in  such  trust  in  redemption  of  part  or  all  of  such  interest, 
with  respect  to  the  net  capital  gam  of  such  trust  attributable 
to  such  redemption 

(c)  Effective  Dates. — The  amendments  made  by 
subsection  (a)  shall  apply  to  taxable  years  of  regulated  invest¬ 
ment  companies  ending  on  or  after  the  date  of  the  enactment 
of  this  Act.  The  amendment  made  by  subsection  (b)  shall 
apply  to  taxable  years  of  regulated  investment  companies 
ending  after  December  31,  1963. 

(164 )S£C.  231.  FOREIGN  TAX  CREDIT  WITH  RESPECT  TO 

CERTAIN  FOREIGN  MINERAL  INCOME, 
(a)  Limitation  on  Amount  of  Foreign  Taxes  To 
Be  Taken  Into  Account. — Section  901  (relating  to  taxes 
of  foreign  countries  and  possessions  of  the  United  States)  is 
amended — 

(1)  by  redesignating  subsection  (d)  as  (e);  and 

(2)  by  inserting  after  subsection  (c)  the  following 
new  subsection: 
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“(d)  Foreign  Taxes  on  Mineral  Income . — 

(1)  Reduction  of  amounts  to  be  taken 

INTO  ACCOUNT. — 

“(A)  Per-country  limitation  taxpay¬ 
ers. — In  the  case  of  a  taxpayer  to  whom  the  limita¬ 
tion  provided  by  section  904(a)(1)  applies  for  the 
taxable  year ,  the  amount,  of  taxes  paid  or  accrued 
during  the  taxable  year  to  any  foreign  country  with 
respect  to  mineral  income  which  would  (but  for 
this  paragraph)  be  taken  into  account  for  purposes 
of  this  subpart  shall  be  reduced  by  the  amount  (if 
any)  by  which — 

“(i)  the  amount  of  such  taxes  (or,  if 
smaller,  the  amount  of  the  tax  which  would  be 
computed  under  this  chapter  with  respect  to 
such  income  determined  without  the  deduction 
allowed  under  section  613),  exceeds 

“(H)  the  amount  of  the  tax  computed  un¬ 
der  this  chapter  with  respect  to  such  income. 
“(B)  Overall  limitation  taxpayers  — 
In  the  case  of  a  taxpayer  to  whom,  the  limitation 
provided  by  section  904(a)(2)  applies  for  the  tax¬ 
able  year ,  the  amount  of  taxes  paid  or  accrued 
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during  the  taxable  year  to  all  foreign  countries 
with  respect  to  mineral  income  which  would  (but 
for  this  paragraph)  be  taken  into  account  for  pur¬ 
poses  of  this  subpart  shall  be  reduced  by  the  amount 
(if  any)  by  which — 

“(i)  the  amount  of  such  taxes  (or,  if 
smaller,  the  amount  of  the  tax  which  would  be 
computed  under  this  chapter  with  respect  to 
such  income  determined  without  the  deductio'/i 
allowed  under  section  613) ,  exceeds 

“(ii)  the  amount  of  tax  computed  under 
this  chapter  with  respect  to  such  income. 

11  (2)  Mineral  income  — 

“(A)  In  general. — For  purposes  of  this  sub¬ 
section,  the  term  ‘mineral  income  means  income  de¬ 
rived  from  sources  without  the  United  States  from 
mineral  activities,  including,  but  not  limited  to — 
“(i)  dividends  received  from  corporations 
in  which  5  percent  or  more  of  the  voting  stock 
is  owned  directly  or  indirectly  by  the  taxpayer, 
to  the  extent  such  dividends  are  attributable  to 
mineral  activities,  and 
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“(n)  that  'portion  of  the  taxpayer  s  distribu¬ 
tive  share  of  income  of  partnerships  attributable 
to  mineral  activities. 

“(B)  Mineral  activities —For  purposes  of 
subparagraph  (A),  the  term  ‘mineral  activities’  in¬ 
cludes  the  extraction  of  minerals  from  mines,  wells, 
or  other  natural  deposits,  the  processing  of  such 
minerals  into  their  primary  products,  and  the  trans¬ 
portation,  distribution,  or  sale  of  such  minerals  or 
primary  products 

(b)  Effective  Date. — The  amendments  made  by  sub¬ 
section  ( a)  shall  apply  with  respect  to  taxable  years  be¬ 
ginning  after  December  31,  1963. 

(165)S£C.  232.  AMOUNTS  RECEIVED  FROM  EMPLOYER 

ON  SALE  OF  RESIDENCE  OF  EMPLOYEE 
IN  CONNECTION  WITH  TRANSFER  TO 
NEW  PLACE  OF  WORK. 

(a)  Treatment  of  Certain  Amounts  Deceived 


19  From  Employer  on  Sale  of  Residence  of  Employee 


20  in  Connection  With  Transfer  to  New  Place  of 

21  Work. — 


22 


(1)  Part  I  of  subchapter  0  of  chapter  1  ( relating 
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to  determination  of  amount  of  and  recognition  of  gain 
or  loss)  is  amended  by  adding  at  the  end  thereof  the 
following  new  section: 

“SEC.  1003.  AMOUNTS  RECEIVED  FROM  EMPLOYER  ON 

SALE  OF  RESIDENCE  OF  EMPLOYEE  IN  CON¬ 
NECTION  WITH  TRANSFER  TO  NEW  PLACE 
OF  WORK. 

“(a)  Genera l  R ULE.—If— 

“(1)  property  (in  this  section  called  ‘old  resi¬ 
dence)  used  by  the  taxpayer  as  his  principal  resi¬ 
dence  is  sold  by  the  taxpayer  or  his  spouse  pursuant 
to  a  sales  contract  entered  into  within  the  forced  sale 
period  for  the  old  residence,  and 

“(2)  the  taxpayer  s  employer,  not  later  than  one 
year  after  the  date  such  sales  contract  was  entered  into, 
pays  part  or  all  of  the  sale  differential  on  the  old  resi¬ 
dence, 

then,  for  purposes  of  this  chapter,  the  amount  so  paid  shall 
be  treated  by  the  taxpayer  or  his  spouse  (as  the  case  may  be) 
as  an  additional  amount  realized  on  the  sale  of  the  old  resi¬ 
dence  to  the  extent  that  it  does  not  exceed  the  lesser  of  (A) 
the  sale  differential,  or  (B)  15  percent  of  the  gross  sales 
price  of  the  old  residence. 

“(b)  Limitations. — 

“( 1)  Period  of  employment. — This  section  shall 
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not  apply  unless,  for  the  six-month  period  ending  on  the 
day  on  which  the  taxpayer  commences  work  at  the  new 

principal  place  of  work,  he  was  an  employee  of  the 
employer. 

“(2)  Location  of  new  place  of  work.— This 
section  shall  not  apply  unless  the  taxpayer’ s  new  prin¬ 
cipal  place  of  work — 

“(A)  is  at  least  20  miles  farther  from  the  old 
residence  than  was  his  former  principal  place  of 
work,  or 

“(B)  if  he  had  no  former  principal  place  of 
work,  is  at  least  20  miles  from  the  old  residence. 

“(c)  Definitions ;  Special  Rules. — For  purposes 
of  this  section — 

“(1)  Forced  sale  period —The  term  ‘forced 
sale  period ’  means  the  period  beginning  00  days  be¬ 
fore,  and  ending  180  days  after,  the  date  on  which  the 
taxpayer  commences  work  as  an  employee  at  the  new 
principal  place  of  icork. 

“(2)  Sale  differential.— The  term  ‘ sale  dif¬ 
ferential ’  means  the  amount  by  which — 

“(A)  the  appraised  value  of  the  old  residence, 
exceeds 

“(B)  the  gross  sales  price  of  the  old  residence 
reduced  by  the  selling  commissions,  legal  fees,  and 
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other  expenses  incident  to  the  transfer  of  ownership 
of  the  old  residence. 

“(3)  Appraised  value. — The  appraised  value  of 
the  old  residence  is  the  average  of  two  or  more  appraisals 
of  fair  market  value  7nade,  on  or  after  the  valuation  date 
and  on  or  before  the  date  on  which  the  sales  contract  is 
entered  into,  by  independent  real  estate  appraisers  se¬ 
lected  by  the  employer,  but  shall  not  exceed  the  fair  mar¬ 
ket  value.  Determination  of  appraised  value  shall  be 
made  as  of  the  valuation  date. 

“(■ 4)  Valuation  date. — The  term  ‘ valuation 
date  means  the  date  selected  by  the  employer  for  pur¬ 
poses  of  determining  the  amount  to  be  paid  with  re¬ 
spect  to  the  sale  differential.  Such  date  shall  be  on  or 
before  the  date  the  sales  contract  is  entered  into  and 
within  the  forced  sale  period. 

“(5)  Employer. — The  term,  ‘ employer  means  the 
person  who  employs  the  taxpayer  as  an  employee  at  the 
new  principal  place  of  work.  Such  term  includes  any 
predecessor  or  successor  corporation  and  any  parent  cor¬ 
poration  or  subsidiary  corporation.  For  purposes  of  the 
preceding  sentence,  the  determination  of  whether  a  cor¬ 
poration  is  a  parent  corporation  or  a  subsidiary  corpora- 
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tion  shall  be  made  under  subsections  (e)  and  (f)  of 
section  425  but  by  reference  to  the  date  on  which  the 
taxpayer  commences  work  as  an  employee  at  the  new 
principal  place  of  work  (in  lieu  of  as  of  the  time  of  the 
granting  of  the  option). 

“(6)  Exchanges. — An  exchange  by  the  taxpayer 
or  his  spouse  of  an  old  residence  for  other  property  shall 
be  treated  as  a  sale. 

“(7)  Tenant-stockholder  in  a  cooperative 
HOUSING  CORPORATION. — References  to  property  used 
by  the  taxpayer  as  his  principal  residence  includes  stock 
held  by  a  tenant-stockholder  (as  defined  in  section  216) 
in  a  cooperative  housing  corporation  ( as  defined  in  such 
section)  if  the  house  or  apartment  which  the  taxpayer 
was  entitled  to  occupy  as  such  stockholder  was  used  by 
him  as  his  principal  residence. 

“(d)  Regulations. — The  Secretary  or  his  delegate 
shall  prescribe  such  regulations  as  may  be  necessary  to  carry 
out  the  purposes  of  this  section .” 

(2)  The  table  of  sections  for  part  I  of  subchapter  0 
of  chapter  1  is  amended  by  adding  at  the  end  thereof 
the  following: 

“Sec.  1003.  Amounts  received  from  employer  on  sale  of  resi¬ 
dence  of  employee  in  connection  with  transfer 
to  new  place  of  work? 


17 
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(b)  Effective  Bate. — The  amendments  made  by  sub¬ 
section  (a)  shall  apply  to  amounts  paid  with  respect  to  sales 
contracts  entered  into  after  December  31,  1963,  in  taxable 
years  ending  after  such  date. 

(166)SE€*  21&  GAPPPAL  GAINS  AN©  LOSSES, 

-{erf-  Alternative  Tax,  Ere? — 

GENERAL. — 

-fAf-  Alternative  tax: — Subsection  -fbf  ef 
scetien  120-1-  -(relating  te  alternative  tax  on  tax¬ 
payers  ether  than  corporations)  ■  ia  amended  te  read 

r>  n  T  rvl  1  ATTrn  * 

uo  lv'llU  Wkl  . 

“  (b)  Other  Taxpayers. — O7  for  any  taxable  year7  a 
taxpayer  -(ether  than  a  corporation-)-  ia  allewcd  a  deduc- 
tien  under  section  1202,  then,-  in  hen  ef  the  tax  dnpeacd 
by  sections  4  and  514-(b) ,  there  ia  hereby  imposed  a  tax  -fit 
saeh  a  tax  ia  leaa  than  the  tax  imposed  by  aneh  sections) 
whieh  shah  consist  ef  the  sum  ef — 

“  (1)  a  partial  tax  computed  on  the  taxable  income 
reduced  by  an  amount  erpial  te  the  sum  ef — 

“-(A)  40  percent  ef  the  ad  justed  elaas  A  capital 
gain>  and 

“■(B)  eO  percent  ef  the  adjusted  elaas  E  capital 

plus 
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iLf^f  ftft  amount  epual  to  the  sum  of— 

1Lf^)-  ^4  percent  of  the  adjusted  eta  A 
eapital  gain,  and 

"(B)  30  percent  of  the  adjusted  class  B  eapital 
gain.” 


^  -(B)-  Deduction  fob  capital  gains. — See- 

7  tien  4202  -(relating  to  deduction  for  eapital  gains) 

8  is  amended  to  read  as  fellows : 

9  *&&&  im  DEDUCTION  EOB  CAPITAL  GAINS. 

(a)-  General  Bule. — In  Ore  ease  of  a  taxpayer  other 
^  than  a  corporation,  a  deduction  from  gross  ineomc  shall 

12  he  allowed  equal  to  the  sum  of — 

13  iH±}-  60  pereent  of  the  adjusted  eta  A  eapital 

14  gain,  and 

15  "(3)  00  percent  of  the  adjusted  ekss  B  eapital 


Id  gain; 

17  (0)-  Special  Bule^ — In  the  ease  of  an  estate  or  trust, 

18  the  deduction  allowable  under  subsection  -(a)-  shad  he  eom- 

19  puted  by  exeluding  the  portion  -(if  any) ,  of  the  gains  for 

20  the  taxable  year  from  sales  or  exchanges  of  capita]  assets, 

21  which,  under  sections  002  and  002  -(relating  to  inclusions 

22  of  amounts  in  gross  ineomc  of  beneficiaries  of  trusts) ,  is 

23  includible  by  the  income  beneficiaries  as  gam  derived  from 

24  the  sale  or  exchange  of  capital  assetST” 
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-(Of  — Section  1 222  (relating  to 

ether  terns  relating  to  capital  gams  and  losses)  is 

3  amended  to  read  as  follows  :■ 

4  “SEC.  1223.  OTHER  TERMS  RELATED  TO  CAPITAL  GAINS 

5  AN©  LOSSES, 

6  Terms  Applicable  to  Abb  Taxpayers — ¥m 

7  purposes  of  this  subtitle — 

8  ^-(4f  Short  term  capital  gain.— T-he  term 

9  ‘short-term  capital  gam1  mearts  gam  from  the  sale  or 

10  exehange  of  a  capital  asset  held  for  not  more  than  h 

11  mettthsy  h  and  to  the  extent  saeh  gam  is  taken  mte  ae- 


12 
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count  m  computing  gross  income. 

“  (£)  Short  term  capital  loss. — The  term 
capital  loss1  means  loss  from  the  sale  or 
of  a  capital  asset  held  for  not  mere  than  § 
months7  if  and  to  the  extent  that  such  loss  is  taken  mte 
aceount  m  computing  taxable  income-r 

“-(■3)-  Alt  short-term  capital  gain. — The  term 
met  short-term  capital  gain1  means  the  excess  of  short¬ 
term  capital  gains  for  the  taxable  year  oxer  the  shert- 
term  capital  losses  for  such  year 

“  (4-)-  Alt  shortterm  capital  losa — The  term 
met  short-term  capital  loss1  means  the  excess  of  short¬ 


term  capital 


for  the  taxable  year  oxer  the  short¬ 


term  capital  gains  for  such  yean 
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Terms  Applicable  to  Gorpor a TiONm — Lor 
purposes  of  this  subtitlcj  in  the  ease  of  a  corporation — 

“-{4-)-  Long-  term  capital  gatn^ — The  term  -long- 
term  capital  gam'  means  gain  from  the  sale  er  exchange 
el  a  capital  asset  heW  for  more  than  £  months,-  it  an4  to 
the  extent  such  gain  is  taken  into  account  in  computing 
gross  ineomer 

“-(3f  Long-term  capital  loss. — The  term  -long 
term  capital  loss1  means  loss  from  the  sale  or  exchange 
of  a  capital  asset  hd4  for  more  than  4  months^  if  and  to 
the  extent  that  sueb  loss  is  taken  into  account  in  com¬ 
puting  taxable  income. 

Aet  long-  term  capital  gain. — The  term 
met  long-term  capital  gain1  means  the  excess  of  long¬ 
term  capital  gains  for  the  taxable  year  ever  the  long¬ 
term  capital  losses  for  sueb  year. 

li-(4}-  Art  long-term  capital  losst — The  tern 
Let  long-term  capital  lesT  means  the  e-xecss  of  long¬ 
term  capital  losses  for  the  taxable  year  over  the  long¬ 
term  capital  gains  for  such  year. 

Aet  capital  gain- — The  term  Let  capital 
gain'  means  the  exeess  of  the  gains  Lem  sales  or  ex¬ 
changes  of  capital  assets  over  the  losses  from  sueb  sales 
or  exchanges. 

■■(6)  Aet  capital  loss- — The  term  Let  capital 
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loss1  means  the  excess  el  the  losses  from  sales  or  ex¬ 
changes  el  eapital  assets  over  the  sum  allowed  under 
section  124-1  (a) .  For  purposes  ol  determining  losses 
under  this  paragraph,  amounts  whieh  are  short-term 
capital  losses  under  section  14442  shall  he  excluded. 

Terms  Applicable  to  Taxpayers  Other 
Than  Corporations. — For  purposes  ol  this  subtitle^  in 
the  ease  ol  a  taxpayer  other  than  a  corporation — 

“(4-)  Class  F  capital  gain. — The  term  ‘elass 
F  eapital  gain-1  means  gain  from  the  sale  or  exchange  ol 
a  eapital  asset  held  lor  more  than  6  months  hut  not 
more  than  2  years,  h  and  to  the  extent  sueh  gain  is 
taken  into  account  in  computing  gross  income: 

“  (2)  Class  F  capital  loss-: — The  term  ‘class  F 
eapital  less1  means  loss  from  the  sale  or  exchange  ol  a 
eapital  asset  held  lor  more  than  6  months  hut  not  more 
than  2  years,  h  and  to  the  extent  that  sueh  loss  is  taken 
into  aeceunt  in  computing  taxable  income. 

-(£-)-  Class  A  capital  gain: — The  term  £dass  A 
capital  gain-  means  gain  from  the  sale  or  exchange  ol  a 
eapital  asset  held  lor  more  than  2  ycars7  if  and  to  the 
extent  sueh  gain  is  taken  into  account  in  computing 
gross  ineomc. 

iLf Class  A  oapital  loss. — The  teen  Tkss  A 
eapital  loss1  moans  loss  from  the  sale  or  exchange  ol 


3786 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 


241 


ft  capital  asset  held  for  more  than  S  ycars^  if  ftft4  to 
tlio  extent  that  such  loss  is  taken  into  account  in  eom 
pitting  taxable  ineomc. 

(A) -  -Net  class  B  capital  gain. — The  teem  met 
elpss  B  eapital  gahB  means  the  excess  of  elass  B  capital 
gams  foe  the  taxable  year  over  the  elass  B  eapital  losses 
foe  sueh  yearn 

(B) -  Alt  class  B  capital  LOSS; — The  teem  %et 
class  B  capital  loss^  means  the  excess  of  elass  B  eapital 
losses  foe  the  taxable  yeae  oyee  the  class  B  capital  gains 
foe  such  year; 

Alt  class  A  capital  gall — The  teem 
%et  elass  A  capital  gain-  means  the  excess  of  elass  A 
capital  gains  fee  the  taxable  yeae  oyee  the  elass  A  capital 
losses  foe  such  yeaer 

Alt  GLASS  A  capital  LOSS, — The  teem  met 
elass  A  eapital  less^  means  the  exeess  of  elass  A  capital 
losses  foe  the  taxable  yeae  oxer  the  elass  A  eapital  gains 
foe  sueh  year. 

Adjusted  class  B  capital  gain.  The 
teem  Adjusted  elass  B  eapital  gaiA  means  the  net  class 
B  capital  gain  foe  the  taxable  yeae  eedueeh  by  losses 
whieh  eeduce  sueh  net  gain  as  provided  in  subsection 

-Oh 
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“■(40)  Adjusted  oeass  A  CAriTAE  q-ake — Lhe 
term  ‘adjusted  class  A  capital  gaud  means  the  net  elass 
A  capital  gain  for  the  taxable  year  reduced  by  losses 
which  reduce  such  net  gain  as  proAided  in  subsection 

■Ph 

-‘-(d)-  Ruees  foe  Reducing  Aee  Capitae  Gabes  ba 
Capital  -Losses- — Lor  purposes  ol  paragraphs  -f9j-  and 
(10)  ol  subscetion  -(e)-  and  for  purposes  ol  reducing  any  net 
short-term  eapital  gain-,  il  lor  a  taxable  year  a  taxpayer 
(other  than  a  corporation)-  has  a  net  shert-termy  net  elass 
Ry  or  net  elass  A  eapital  lossy  sueh  loss  shall  reduee  any  net 
short-tcrmy  net  elass  Ry  or  net  class  A  eapital  gain  lor  sueh 
year  by  applying  paragraph  -(4)-y  then  paragraph  -(A)^-  and 
then  paragraph  (3-)-: 

“  (4)-  A  net  class  A  capital  loss  shall  reduee  hrst 
any  net  elass  R  eapital  gain  and  then  any  net  short¬ 
term  capital  gain? 

“-(A)-  A  net  class  R  capital  loss  shall  reduee  hrst 
any  net  elass  A  eapital  gain  and  then  any  net  short  term 
eapital  gain? 

“-(3)  A  net  short-term  capital  loss  shall  reduee 
hrst  any  net  elass  R  eapital  gain  and  then  any  net  elass 
A  eapital  gain-A 
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PROPERTY  TOE©  IN  THE  TRADE  OR  BUSINESS 
AN©  INVOLUNTARY  CONVERSIONS: — 

-(A)-  Subsection  -(a)-  el  section  4-2-3 1-  -(relating 
le  property  used  in  a  trade  or  business)  is  amended 
te  read  as  follows : 

“"(a)  General  IIuee-; — Afo  daring  the  taxable  year — 
— (d-)-  tbe  recognized  gains  from  sales  er  exchanges 
el  property  used  in  tire  trade  er  business,  plus 

~(^")  the  recognized  gains  Irem  the  compulsory  er 
in  voluntary  conversion  -(as  a  result  el  destruction,  in 
whole  er  in  party  theft  er  seizure,  er  an  exercise  el 
the  power  el  requisition  er  eendemnation  er  tbe  threat 
er  mimincncc  thereof)  el  property  used  in  the  trade  er 
business  and  el  eapital  assets  held  for  mere  than  0 
months  into  ether  property  er  money, 
exceed  the  reeognized  losses  from  sueh  sales,  exchanges,  and 
conversions,  each  such  gain  er  less  shall  he  considered  as  gain 
er  less  from  the  sale  er  exchange  el  a  eapital  assetr  41  such 
gains  de  net  exceed  such  losses,  such  gains  and  losses  shall 
net  he  considered  as  gains  and  losses  from  sales  er  exchanges 
el  capital  assets.” 

-(H)-  Section  -1231  is  amended  by  adding  at  the 
end  thereof  the  following  new  subsection : 
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“  (e)-  Special  LuleS: — 

^(4-)-  Gains  anp  losses  taken  into  account— 
Ler  purposes  of  subsection  -(a) — 

“  (A)  Any  gain  described  in  subsection  -(a)- 
shab  bo  included — 

^-(1)-  only  if  and  to  the  extent  taken  into 
account  in  computing  gross  income-j  and 

^4nf  only  to  tbo  extent  not  required  -(by 
any  provision  of  tbis  subtitle  other  than  this 
section-)-  to  be  treated  as  gain  from  the  sale  or 
exchange  of  property  -whieh  is  neither  a  capital 
asset  nor  property  described  In  this  scction.- 
■Losses  described  in  subsection  -(a)-  shall 
be  included  only  if  and  to  the  extent  taken  into 
account  in  computing  taxable  income,  except  that 
seetion  1211-  shah  not  apply. 

^(Gf  -Losses  upon  the  destruction^-  in  whole  or 
in  part,  theft  or  seizure,  or  requisition  or  condem  ■ 
nation  of  property  used  in  the  trade  or  business  and 
held  for  more  than  b  months,-  or  of  a  capital  asset 
held  for  more  than  b  monthsy  shah  be  considered 
losses  from  a  compulsory  or  involuntary  conversion: 
^-(hf  Certain  losses  from  casualty  or 
theft-. — In  the  ease  of  any  property  used  in  the  trade 
or  business^  and  in  the  ease  of  any  capital  asset  held  for 
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morc  than  6  months  and  held  for  the  production  of 
income,  subsection  -fa}-  shall  not  apply  to  any  loss,  in 
respeet  of  which  the  taxpayer  is  not  compensated  for 
by  insurance  in  any  amount,  arising  from  ftrcj  storm, 
shipwreck,-  or  other  casualty  or  from  theft? 

5<-f3)  CAINS  AND  BOSSES  TREATED  AS  OB  ABB  D 

gains  and  losses. — In  the  ease  of  a  taxpayer  other 
than  a  corporation,  gain  or  loss — 

■“  (A)  from  a  saley  exchange,  or  conversion  of 
property  to  which  subsection  -(hf  -(3)7  or 

-f4f  applies,-  and 

“-ffi)  which  by  reason  of  subsection  -(u)-  is 
considered  as  gain  or  loss  from  the  sale  or  exchange 
of  a  capital  assets 

shah  he  considered  as  dass  B  capital  gam  or  loss  whether 
or  not  such  property  was  held  for  more  than  h  years.- 
-f3f  Certain  distributions  under  employees 

TRUSTS  AND  ANNUITY  PLANS. — 

-fAf  Distribution  under  employees' 
trusts-: — Section  402-(-a}  ^relating  to  taxability  of 
beneficiary  of  exempt  trust)-  is  amended — 

-i+f-  by  adding  at  the  end  of  paragraph  -f4f 
the  following  new  sentence :  —Any  gain  on  the 
subsequent  sale  or  other  disposition  of  any 
such  security  by  the  distributee  -(or  by  any 
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other  person  ha  whose  hands  the  basis  of  sued 
security  is  determined  by  reference  to  the  basis 
of  the  seeurity  in  the  hands  of  the  distributee)- 
shady  to  die  extent  of  the  amount  of  soeh  net 
unrealized  appreciation  attributable  to  sued 
seeurity,  he  considered  a  gain  from  the  sale 
or  exehange  of  a  capital  asset  held  for  more  than 
6  months  hat  not  more  than  d  years.'-; 

-(h)-  by  adding  immediately  before  the  pe¬ 
riod  at  the  end  of  the  hrst  sentence  of 


-(d)-  the  words  -‘-but  not  more  than  d  years" ; 

n’nrl 

UlilU. 


-(hi)-  by  adding  immediately  before  the  last 
sentence  of  paragraph  -(d)-  the  following  new 
sentence:  ‘ddny  gain  on  the  subsequent  sale 
or  other  disposition  of  any  such  seeurity  by 
the  distributee  -(or  by  any  other  person  in 
whose  hands  die  basis  of  such  seeurity  is  de¬ 
termined  by  reference  to  the  basis  of  the  seen 
rity  in  the  hands  of  the  distributee)  shall?  to 
the  extent  of  the  amount  of  sued  net  unrealized 
appreciation  attributable  to  sueb  security?  be 
considered  a  gain  from  the  sale  or  exehange 
of  a  eapital  asset  held  for  more  than  6  months 
but  not  more  than  d  vearsT” 
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-fB)-  BlST-BlBETIONS  ENDEB  EMPLOYEE  AN- 

3RHTIES.  Section  403-(a-)-(2)  -(A)-  -Relating  to 
ea-pbal  gains  treatment  to  certain  distributions)  is 
amended  by  adding  immediately  before  tbe  period 
at  tbe  end  of  tbe  best  sentence  tbe  words  —but  not 
more  than  3  years’". 

-fOf  Effective  date. — 

-ft)-  Ibe  amendments  made  by  subpara¬ 
graphs  -fA)  -(ii)  and  -(B)-  shall  apply  with  re¬ 
spect  to  distributions  or  amounts  paid  in  tax¬ 
able  years  of  tbe  distributees  beginning  alter 
December  347  -19637 

-(b)-  4be  amendments  made  by  subpara 
graphs  -(A)  -(!)-  and  -(ib)-  shall  apply  with  re- 
speet  to  securities  which  are  sold  or  otherwise 
disposed  of  in  taxable  years  beginning  alter 
-December  347  4-963. 

-f4)-  Sale  or  exchange  of  patents; — Subsee 

c* 

tion  -(a)-  of  section  433b  -(relating  to  the  sale  or  ex¬ 
change  of  patents)  is  amended  by  adding  at  the  end 
thereof  the  following  new  sentences : 

1£fn  to  ease  of  a  holder  described  in  subsection  -(bf-fl-)-? 
any  gain  or  less  on  sueh  a  transfer  shah  be  treated  as  ekss 
B  eapital  gain  or  lossr  In  to  ease  of  a  holder  described  in 
subsection  (b)  (2) ,  any  gain  or  loss  on  sueh  a  transfer  shall 
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1  fee  treated  as  class  A-,  or  elass  L7  capital  gain  or  less  depend- 

2  feeg  on  tfee  period  for  whieh  tfee  property  was  held  -(or 

3  deemed  hcld)-;-- 

4  -(e)-  Employee  termination  payments — See- 

5  tiee  4240  (relating  to  taxability  to  empleyee  el  terahna- 

6  ties  payments)-  is  amended  fey  striking  oat  months 

7  aftd  inserting  in  hen  thereof  ^6  months  feet  not  more 

8  than  h  ycars-h 

9  _(fe)-  Unlimited  Capital  Loss  Carryover; — Section 

10  (relating  to  capital  loss  carryover)-  is  amended — 

11  -(4)-  fey  striking  ont  TIf  for  any  taxable  year  tfee  tax- 

12  payer-  and  inserting  in  hen  thereof-; 

13  ii-(ft)-  Corporations — If  for  any  taxable  year  a 

II  corporation---!  and 

15  -(g)-  fey  adding  the  following  new  subsection-: 

16  ii(h)-  Otiier  Taxpayers — 

17  i^(4)-  To  the  cxtcnt7  for  any  taxable  yearj  a  tax- 

18  payor,-  other  than  a  corporation  has  a  net  short  term 

19  »et  dass  or  net  class  A  capital  loss  which  does  not 

20  reduee  capital  gains  under  the  rules  provided  in  section 

21  12 2-2 -(d)!  such  loss7  reduced  as  provided  in  paragraph 

22  -(2)-7  shah  fee  carried  forward  and  treated  in  tfee  sue- 

23  eecding  taxable  year  as  a  short  term-,-  class  Uj  or  class  A 
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€^vpital  lossy  as  the  ease  may  bey  sustained  m  sueh  sue- 
eecding  year.- 

amount  equal  to  the  excess  of  Ike  sum 
allowable  under  seetion  4211  (b)-  over  the  gains  from 
sales  or  exehanges  of  eapital  assets  for  the  taxable  year 
skaH  reduce,  in  order,  any  net  short-term,  ehtss  Dy  or 
ekss  A  eapital  loss  for  the  taxable  year  which  does 
not  reduce  eapital  gains  for  sueh  year  under  the  rules 
provided  in  seetion  l£2-2-{-d)-7 

-“(■3)  Dor  purposes  of  this  subsection,  a  net  eapital 
loss  for  a  taxable  year  beginning  before  January  4y 
1964,  shall  he  determined  under  the  applicable  law 
relating  to  the  computation  of  eapital  gains  and  losses 
in  c fleet  before  sueh  datey  and  the  amount  of  any  sueh 
eapital  loss  so  determined  which  sueh  applieablc  law 
all ows  to  be  earned  over  to  the  first  taxable  year  of  the 
taxpayer  beginning  after  December  34-y  196th  shah  he 
treated  as  a  short-term  eapital  loss  occurring  in  sueh 
taxable  yearA 

-{ef  -Technioal  Amendments. — 

-(4-)-  Seetion  4-Th-fd)  (2)  (B)  -(relating  to  net  op¬ 
erating  loss  deduction)  is  amended  by  striking  out 
‘hong  term”. 
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-(2-)-  Seetion  333  (c)  (2)  -(relating  to  noncorporate 
shareholders  el  certain  liquidating  corporations)  is 
amended  by  sinking  out  -‘short-term  or  long-term  eapital 
gain7”  and  inserting  in  ben  tbereel  “short-term,  edass 
Ay  or  ekes  41  eapital  gainy’b 

-(b)-  Section  341-(a)  -(relating  to  collapsible  cor¬ 
porations)  is  amended  by  striking  out  A  months-  and 
inserting-  in  ben  thereof  A  months  but  net  more  than 
2  years  er  held  for  mere  than  b  years,  as  the  ease  may 
beA 

-(4)-  Seetion  584(c)  (1)  (rekting  te  common  trust 
funds)-  is  amended — 

-{Arf  by  striking  ent  in  subparagraph  -(44)- 
wherexer  it  appears  ^  months-  and  inserting  in 
ben  thereof  A  months  but  not  more  than  2  years”; 
and 

-(B)-  by  redesignating  subparagraph  -(G)-  && 
subparagraph  -(44)-  and  by  inserting  after  sub¬ 
paragraph  -(44)-  the  following  new  subparagraph : 

<L(G)  ^  part  of  its  gains  and  losses  from  sales 
or  exchanges  of  eapital  assets  held  for  more  than  2 
years,  its  proportionate  share  of  the  gains  and  losses 
of  the  common  trust  fund  from  sales  or  exchanges  of 
eapital  assets  held  for  more  than  2  years 
-(b)-  Seetion  642-(c)  -(relating  to  speeial  rules  for 
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credits  and  deductions-)-  is  amended  by  striking  out 
^  months-,”  and  inserting  in  hen  thereof  months  bet 
not  more  than  2  years  or  held  for  more  than  2  years,- 
as  the  ease  may  be/’.- 

-f&f  Section  702-(a)  (2)  -(relating  to  ineomc  and 
credits  of  partners)  is  amended  by  striking  out  ^ 
months,”  and  inserting  in  hen  thereof  ^  months  but 
not  more  than  2  years  or  held  for  more  than  2-  years,-  as 
the  ease  may  be/b 

-(7)  (A)  Section  8b2  -(relating  to  taxation  of  reg¬ 
elated  investment  companies  and  their  shareholders) 
is  amended  by  striking  out  subparagraphs  -(E)-  and  -(G)- 
ef  subsection  (b)  -(-3)  and  inserting  in  hen  thereof  the 
following-; 

“-(B)  Treatment  op  capital  gain  dea¬ 
dends  RM  SHAREHOLDERS. — A  capital  gain  divi¬ 
dend  shall  be  treated  by  shareholders,  other  than 
corporations,  as  a  Gass  A  or  Gass  B  capital  gain  to 
the  extent  so  designated  by  the  company. — Sharc- 
holders  which  are  corporations  shall  treat  a  capital 
gain  dividend  as  a  long-term  capital  gam. 

-(C)  Definition  op  capital  gain  divi¬ 
dend. — For  purposes  G  this  part-,  a  eapital  gain  divi¬ 
dend  is  any  dividend^  or  part  thereof,  which  is  desig¬ 
nated  by  the  company  in  a  written  notice  mailed  to 
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its  shareholders  eel  later  than  30  days  after  the  close 
of  its  taxable  year?  as  a  distribution  of  elass  A 
or  elass  41  capital  gain?  4n  the  ease  of  a  share  ■ 
holder  which  is  a  corporation?  if  the  aggregate 
amount  designated  as  a  capital  gain  dividend  with 
respect  to  a  taxable  year  of  the  company  -(including 
capital  gains  dividends  paid  after  the  close  of  the 
taxable  year  described  in  section  855)  is  greater 
than  the  excess  of  the  net  long  term  eapital  gain  over 
the  net  short-term  capital  loss  of  the  taxable  year? 
the  portion  of  each  distribution  whieh  shah  he  a 
capital  gain  dividend  shah  he  only  that  proportion 
of  the  amount  so  designated  which  such  excess  of 
the  net  long-term  eapital  gain  over  the  net  short 
term  eapital  loss  bears  to  the  aggregate  amount  so 
designated?  4n  the  case  of  a  shareholder  other  than 
a  corporation,  if  the  aggregate  amount  designated 
as  class  A  eapital  gain?  or  as  class  B  capital  gain 
with  respect  to  a  taxable  year  of  the  eompany  -f in¬ 
cluding  capital  gains  dividends  paid  after  the  dose 
of  the  taxable  year  described  in  section  355)-  is 
greater  than  the  adjusted  class  A?  or  adjusted  class 
B  capital  gain,  respectively — 

^if  the  portion  of  each  distribution  which 
shah  he  treated  as  a  elass  A  capital  gain  shah 
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be  only  that  proportion  of  the  amount  so  desig 
aated  as  elass  A  eapital  gam  which  the  ad¬ 
justed  class  A  capital  gain  bears  to  the  aggro  - 
gate  amount  so  designated,  and 

^4h)-  the  portion  el  eaeh  distribution  which 
shah  he  treated  as  a  elass  14  eapital  gain  shah 
he  only  that  proportion  el  dm  amount  so  desig¬ 
nated  as  elass  14  eapital  gain  which  the  adjusted 
elass  14  eapital  gain  hears  to  the  aggregate 
amount  so  designated. 

her  purposes  el  the  preceding  sentence-,-  the  adjusted 
elass  A  or  adjusted  elass  14  eapital  gain  shah  he 
computed  as  though  the  company  were  a  taxpayer 
other  than  a  corporation  except  that  section 
-1212-fa)-  shah  apply  in  lieu  ol  seetion  1212  (b) 
-(E)-  Section  8b2{h)-{3)-(-D)  is  amended  hy  strik¬ 
ing  out  clauses  -fifr  -fhfr  and  -{hi}-  and  inserting  in  lieu 
thereof  the  fohowing : 

iL{i}-  Every  shareholder  of  a  regulated 
investment  company  at  the  close  of  the  com¬ 
pany’s  taxable  year  shahy  in  the  ease  of  a  cor¬ 
poration  in  computing  its  long-term  eapital 
gains,-  andy  in  the  ease  of  a  shareholder  other 
than  a  corporation y  in  computing  his  elass  A  and 
class  14  capital  gainsy  include  in  his  return  for  his 
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taxable  year  in  whidi  the  lasl  day  of  the  com¬ 
pany*  s  taxable  year  falls?  sued  amounts  as  the 

/i  A 17  \  oil  o  1 1  f  \  /i  Q  |  mi  n  f  n  1  ti  A~f  on/J  > 

tUlll  JJUJ  1  y  o  1 1  <11 1  III  olwlli  I  lb  lil  1  lo  JA/l  c  U1  ri  It  ill 

shares  in  a  written  notice  mailed  to  its  share¬ 
holders  at  any  tore  prior  to  the  expiration  <4 
30  days  alter  the  elese  ol  its  taxable  year,  hat  the 
amount  so  includible  by  any  shareholder  shall 
not  exoced  that  part  ol  the  amount  subjected  to 
tax  in  subparagraph  -fAf  which  he  would  have 
received  if  all  of  sueh  amount  had  been  dis¬ 
tributed  as  capital  gain  dividends  by  the  com¬ 
pany  to  the  holders  ol  sueh  shares  at  the  dose 
ol  its  taxable  year. 

-  (h)-  her  purposes  ol  this  title?  every  sueh 
shareholder  shall  be  deemed  to  have  paid,  for 
his  taxable  year  under  danse  -(i)-?  die  tax  of 
2b  percent  imposed  by  subparagraph  -fAj-  on 
the  amounts  required  by  this  subparagraph  to 
be  included  in  respect  of  sueh  shares,  in  the  ease 
of  a  eo-rporation,  in  computing  its  long-term 
capital  gains-,  and?  in  the  ease  of  a  shareholder 
other  than  a  corporation?  in  computing  his  dass 
A  and  dass  H  capital  gains?  for  that  year?  and 
sueh  shareholder  shall  be  allowed  credit  or  re- 
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fend,  &s  the  ease  may  be?  for  Ike  lax  se  deemed 
te  kavc  been  paid  by  hinn 

^■(iii)  ?ke  adjusted  basis  of  saeb  shares  in 
the  bands  el  the  shareholder  shall  be  increased 
by  45-  percent  el  Ike  amount  required  by  Ibis 
subparagrah  te  be  included  in  computing  bis 
eapital  gainst- 

-(G)-  Seetion  852  (b)  (4)  is  amended  te  read  as 
follows : 

£‘-{-4)  -boss  ex  bale  on  exchange  oe  stock  held 
irfiss  than  days.  4fy  under  subparagraph  -(44)-  er 
-(44)-  el  paragraph  -(3)-  ft  shareholder  el  a  regulated  in¬ 
vestment  eempany  is  required?  walk  respect  te  any  share? 
to  treat  any  amount  as  long  term,-  elass  Aj  er  elass  44 
eapital  gang  and  seek  share  is  held  by  the  taxpayer  for 
less  than  34-  days?  then  any  less  en  the  sale  er  exchange 
el  seek  share  shad — 

■MA)  in  the  ease  el  a  eor-peration?  te  the  extent 
el  seek  long  term  capital  gain,  be  treated  as  less 
from  the  sale  er  exchange  el  a  eapital  asset  held  for 
more  than  b  months?  er 

“  (41)  in  the  ease  el  a  shareholder  ether  than  a 
corporation — 

te  the  extent  el  sueh  elass  A  capital 
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gain,  be  treated  as  less  from  tfee  sale  or  ex¬ 
change  of  a  eapital  asset  feeld  for  mere  than 
2  years,  ami 

“-(ii)  te  tfee  extent  ef  such  elass  B  eapital 
galny  fee  treated  as  less  from  tfee  sale  or  ex¬ 
change  ef  a  capital  asset  feeld  for  mere  tfeen  0 
months  feet  net  more  than  2  years? 

4f  there  is  a  less  ee  tfee  sale  er  exchange  ef  saefe 
share  which  is  less  than  tfee  sam  ef  saefe  class  A  and 
elass  B  eapital  gains;  then  a  portion  ef  saefe  less 
equal  to  tfee  proportion  which  saefe  elass  A  capital 
gain  hears  to  tfee  sam  ef  saefe  class  A  and  class  B 
capital  gains  slraH  fee  a  elass  A  eapital  less ;  and 
tfee  remainder  ef  saefe  less  shall  fee  a  elass  B  eapital 
less? 


Ber  parposcs  ef  this  paragraph,  tfee  rales  ef  section 
246(c)  (3)  shah  apply  in  determining  whether  any 
share  ef  stock  has  feeen  held  for  less  than  £4-  days-; 
except  that  3*0  days^  shah  fee  safestituted  for  days1 
in  subparagraph  -(B)-  ef  section  246  (c)  (3) 

-(&)  (A)-  Section  8fe7  -(relating  te  tfee  taxation  ef 
real  estate  investment  trusts  and  their  beneficiaries)  is 
amended  fey  striking  eat  subparagraphs  -(B)-  and  -(Q)- 
ef  subsection  -(b) -(3)-  and  inserting  in  lieu  thereof  tfee 
following : 
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Treatment  op  capital  gain  divi 
bends  B¥  shareholders. — A  capital  gain  divi  ■ 
dend  shall  be  Seated  by  the  shareholders  or  holders 
of  beneficial  interests?  other  than  corporations,  as  a 
dass  A  or  elass  14  capital  gain  to  the  extent  so  desig¬ 
nated  by  the  real  estate  investment  trash  Share¬ 
holders  or  holders  ol  beneficial  interests  which  are 
corporations  shall  treat  a  capital  gain  dividend  as  a 
long  term  capital  gahn 

Definition  oe  capital  gain  dlvt- 


t>^ND. — Dor  pnrposes  of  this  part?  a  eapital  gain 
dividend  is  any  dividend?  or  part  thereof?  which 
is  designated  by  the  real  estate  investment  trast 
in  a  written  notice  mailed  to  its  shareholders  or 
holders  of  beneficial  interests  at  any  time  before  the 
expiration  of  30  days  after  the  dose  of  its  taxable 


year  as  a  distribution  of  elass  A  or  dass  D  capital 
gain?  In  the  ease  of  a  shareholder  or  holder  of 
beneficial  interest  which  is  a  corporation,  if  the  ag¬ 
gregate  amount  designated  as  a  eapital  gain  divi¬ 
dend  with  respeet  to  a  taxable  year  of  the  trast  -fin- 
duding  eapital  gain  dividends  paid  after  the  dose 
of  the  taxable  year  described  in  section  858)-  is 
greater  than  the  excess  of  the  net  long-term  eapital 


3803 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 


258 


gam  ever  the  net  short  term  eapital  less  ef  ike  tax¬ 
able  year,-  the  pertion  el  eaeh  distribution  wkiek 
shall  be  a  eapital  gain  dividend  shall  be  only  that 
proportion  ef  the  amount  so  designated  which  sneh 
excess  ef  the  net  long-term  eapital  gain  ever  the 
net  short-term  eapital  less  hears  to  the  aggregate 
amount  so  designated,  bn  the  ease  ef  a  shareholder 
or  holder  ef  a  beneheial  interest  ether  than  a  eer- 
poratioip  if  the  aggregate  amount  designated  as 
elass  A  or  as  elass  hi  eapital  gain  with  respect  to  a 
taxable  year  ef  the  trust  (including  capital  gains 
dividends  paid  after  the  elese  ef  the  taxable  year 
described  in  section  858)  is  greater  than  the  ad¬ 
justed  elass  A  or  adjusted  elass  hi  capital  gain,  re¬ 
spectively — 

the  pertion  ef  eaeh  distribution  which 
shall  be  treated  as  a  elass  A  eapital  gain  shah 
be  only  that  proportion  ef  the  amount  so  desig¬ 
nated  as  elass  A  eapital  gain  wkiek  the  adjusted 
elass  A  capital  gain  bears  to  the  aggregate 
amount  so  designated,  and 

-fii)  the  portion  ef  eaeh  distribution  which 
shah  be  treated  as  a  elass  hi  eapital  gain  shah 
be  only  that  proportion  ef  the  amount  so  desig¬ 
nated  as  elass  hi  capital  gain  which  the  ad- 


3804 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 


259 


justed  ekss  B  capital  gain  bears  to  the  aggro 
gate  amount  so  designated. 
purposes  of  Ike  preceding  sentence,  Ike  adjusted 
elass  A  or  elass  B  capital  gain  skall  ke  eomputed  as 
Ibotigh  Ike  trust  were  a  taxpayer  other  tkan  a  cor¬ 
poration  except  that  seetion  4-2-42  (a)  skak  apply 
in  keu  of  section  4-2-12  (b) 

-fBf  Mention  854  is  amended  by  striking  out  para¬ 
graph  -(4)-  of  subsection  -(h)-  and  inserting  in  keu  thereof 
the  foilowing : 

“~(4)  Oft  SALE  Oft  EXCHANGE  Oft  STOCK  HKft© 

less  than  -3+  DAYS; — 4fy  under  subparagraph  -(B)  of 
paragraph  -(3)-  a  shareholder  ofy  or  a  holder  of  a  bene- 
heial  interest  hp  a  real  estate  investment  trust  is  re¬ 
quired,  with  respect  to  any  share  or  beneficial  interest, 
to  treat  any  amount  as  a  long-  term,-  elass  Ay  or  class  B 
eapbal  gaby  and  such  share  or  interest  is  held  by  the 
taxpayer  for  less  than  34  days7  then  any  loss  on  the 
sale  or  exchange  of  such  share  or  interest  shall — 

“-(A)  ‘m  4be  ease  of  a  corporation,-  to  the  ex¬ 
tent  of  sueh  long-term  capital  gahp  be  treated  as 
loss  from  the  sale  or  exchange  of  a  eapbal  asset 
held  for  more  than  3  months,  or 

“(B)-  in  the  ease  of  a  shareholder  other  than 
a  corporation — 
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££-(4r)-  to  the  extent  of  sack  elass  A  eapital 
gain,  be  treated  as  loss  from  Ike  sale  or  exchange 
ef  a  eapital  asset  held  for  more  tkan  2  ye arsT 
and 


^n)  to  tke  extent  of  sack  efass  B  eapital 
gamy  ke  treated  as  loss  from  tke  safe  or  ex- 
ekangc  of  a  eapital  asset  kekl  for  more  tkan  6 
montlis  kat  not  more  tkan  2  years-.- 
4f  there  is  a  loss  on  tke  sale  or  exchange  of  seek 
share  or  interest  wkieli  is  less  tkan  tke  snm  of  soek 
elass  A  and  elass  B  capital  gams,  then  a  portion  of 
snek  loss  eqaal  to  tke  proportion  wkieli  seek  elass 
A  eapital  gain  kears  to  tke  snm  of  seek  elass  A 
and  elass  B  eapital  gams  shah  ke  a  elass  A  eapital 
loss-j  and  tke  remainder  of  seek  loss  shah  ke  a  elass 
B  eapital  lossr 

i^or  perposcs  of  this  paragraph,  tke  rales  of  section 
246(e)  (3)  shall  apply  in  determining  whether  any 
share  of  stock  or  beneficial  interest  has  keen  held  for 


less  tkan  64  days^  except  that  ^66  days^  shall  ke  sak- 
stftatcd  for  Ah  days’  in  sakparn graph  -f B)-  of  section 
246(c)  (3) 

-(6)-  4%e  last  sentenec  of  section  4262-(a}-f2}-(A)- 
■  (relating  to  bonds  and  other  evidences  of  k 
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is  amended  to  raid  os  fellows-:  “{lain  in  excess  of  sneii 
amount  shall?  in  the  ease  of  a  corporation,  be  considered 
gain  from  the  sale  or  exchange  of  a  eapitai  asset  held 
more  than  6  months  or  in  the  ease  of  a  taxpayer  other 
than  a  corporation  he  considered  gain  from  the  sale  or 
exchange  of  a  capital  asset  held  for  more  than  6  months 
hnt  not  more  than  2  years  or  held  for  more  than  2  years; 
as  the  ease  may  hed^ 

-f40-)  -(A-)-  Subsection  -(h)-  of  section  4233  -(relating 
to  gains  and  losses  from  short  sales)  is  amended  to  read 
as  follows-? 

iL{h}-  B-hobb  Term  an©  Glass  H  Gains  an©  Hold 
+Nfx  Pemod.  4f  gam  or  loss  from  a  short  sale  is  considered 
as  gam  or  loss  from  the  sale  or  exchange  of  a  capital  asset 
under  s-uhscction  -(a)-  and  if  on  the  date  of  such  short  sale 

property  has  been  held  by  the  tax- 


payee 


“  (1)-  Ibr  not  more  than  6  months  -(determined 
without  regard  to  the  effect?  under  the  second  sentence 
of  this  subsection?  of  sueh  short  sale  on  the  holding 
period)-?  or  if  substantially  identical  property  is  acquired 
by  the  taxpayer  after  sueh  short  sale  and  on  or  before 
the  date  of  the  closing  thereof,  any  gain  on  the  dosing 
of  such  short  sale  shall  he  considered  as  a  gain  on  the 
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sale  m  ef  ft  capital  asset  held  fee  net  mere  than 

6  months  (notwithstanding-  the  period  of  time  any 
property  used  to  close  sueh  short  sale  has  been  hcld)--j  or 
in  the  ease  of  a  taxpayer  other  than  a  eer- 
p oration,  for  more  than  6  months  hot  not  more  than  2 
years  (determined  withont  regard  to  the  effeet,  under 
the  sceond  sentenee  of  this  subsection-^  of  sueh  short 
sale  on  the  holding  period)-  any  gain  on  the  dosing  of 
sueh  short  sale  shall  he  considered  as  a  gain  on  the  sale 
or  exchange  of  a  capital  asset  held  for  more  than  6 
months  hut  not  more  than  2  years  ( notwithstanding 
the  period  of  time  any  property  used  to  elose  sueh  short 
sale  has  been  held)-; 

The  holding  period  of  sueh  substantially  identical  property 
shall  be  considered  to  begin  (notwithstanding  section  1223, 
relating  to  the  holding  period  of  property)-  on  the  date  of  the 
closing  of  the  short  safer  or  on  the  date  of  a  safer  giftj  or 
other  disposition  of  sueh  property  whichever  date  eeeurs 
hrstr  The  preceding  sentenee  shall  apply  to  sueh  substan¬ 
tially  identical  property  in  the  order  of  the  dates  of  the  ae- 
quisition  of  sueh  property;  hut  only  to  -so  much  of  sueh 
property  as  does  not  exceed  the  quantity  sold  shortr  Tor 
purposes  of  this  subsectionr  the  acquisition  of  an  option  to  sell 
property  at  a  fixed  price  shall  he  considered  as  a  short  safer 


3808 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 


263 


the  exercise  er  failure  to  exercise  such  option  shah  he 
considered  as  a  dosing  of  saeh  short  sale/’ 

Subsection  -fd}-  ef  section  4233  is  amended  to 
read  as  follows : 

(o)  Long  Term,  Glass  -At-  ax-d  Class  L  Losses. — 
41  on  the  date  ef  saeh  short  sale  substantially  identical  prop 
erty  has  been  held  hy  the  taxpayer — 

— (-4 -)■  fe  the  ease  ef  a  corporation,  for  more  than  6 
months,  any  less  on  the  elesing  ef  saeh  short  sale  shah 
he  considered  as  a  less  on  the  sale  or  exchange  ef  a 
capital  asset  held  for  mere  than  6  months  (notwithstand 
mg  the  period  ef  time  any  property  used  to  elese  saeh 
short  sale  has  been  held,  and  notwithstanding  section 
1334) . 

“(2)  In  the  ease  ef  a  taxpayer  ether  than  a  corpo 
ration — 

“(Ar)  for  more  than  h  years,  any  less  on  the 
elesing  ef  saeh  short  sale  shah  he  eensidered  as  a 
less  on  the  sale  or  exchange  ef  a  capital  asset  held 
for  more  than  3  years  -(-notwithstanding  the  period 
ef  time  any  property  used  to  dose  saeh  short  sale 
has  been  hddy  and  notwithstanding  seetion  1234)  ,■ 
or 

-  (h)  for  mere  than  6  months  hat  net  more 
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than  2  years,  any  less  an  the  dosing  el  seek  short 
sale  shall  fee  considered  as  a  less  an  the  sale  or  ex¬ 
change  el  a  capital  asset  feeld  lor  more  than  6 
months  feat  aet  mere  tfeaa  2  years  -( notwithstanding 
the  period  el  tfene  aay  property  ased  te  elese  saefe 
short  sale  feas  feeea  feeld,  aad  notwithstanding 
section  12-34) 

-(G)-  Paragraph  -(4)-  el  seetiea  4236 -(e)-  is  amended 
te  read  as  fellows^ 

- -(4)  Subsection  -(h)-  or  -(d)-  shall  aet  apply  te  the 
gam  er  lossy  respectively,  ea  aay  quantity  el  property 
ased  te  elese  saeh  short  sale  which  is  ia  excess  el  the 


quantity  el  the 
te  ia  the  applicable 


identical  property  referred 
4a  the  ease  el  a  tax¬ 


payer  ether  than  a  corporation — 

-{A)-  subsection  -(b)-(4)  or  -fd)  (2)  (Af 
shall  not  apply  to  the  gain  or  lossy  respectively  on 
aay  qaantity  ol  property  ased  to  close  saeh  short 
sale  which  is  in  excess  ol  the  quantity  ol  the 
substantially  identical  property  to  which  either  sal- 
section  -fb)  (l)  or  -(d) -(2)  (A)  applies  -(deter¬ 
mined  without  regard  te  this  subparagraph) ,  aad 
■'■■(B)-  subsection  (b)  (-2)  or  -fd-)-(2)  (B)  shall 
apply  only  te  the  gain  er  lossy  respectively,  on  the 
excess  described  in  subparagraph  -(A) ,  bat  only 
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to  Ike  extent  el  Ike  quantity  el  ike 
identical  property  le  wkiek  eilker  sakscction  -fk}- 
-f2f  er  -(d)  (3)  (B)  applies  (determined  without 
regard  le  this  subparagraph)  ^ 

-(44)-  Section  1233  (c)-(4)  (A)  is  amended  ky  strik- 
ing  eel  ^4-er  nel  mere  Ikan  6  months/’  in  elatise  -(4-)- 
and  inserling  in  ken  tkereel  “ in  Ike  ease  el  a  eerperatiem 
ler  nel  mere  tkan  6  mentis  er  in  Ike  ease  el  a  taxpayer 
ether  ikan  a  corporation  ler  nel  mere  Ikan  2  years,— 
and  ky  striking  ont  ^subsection  -(k)~(2^  in  ike  lan¬ 
guage  fekew-tng  elanse  -(44)-  and  inserling  in  kea  tkereel 
ikke  seeend  and  third  sentenees  el  snkseetion  -(k-)-^ 
■(®)-  Section  4-233  (f)  is  amended  ky  striking  enl 
'‘snkseetion  -(kj-ffi)  ”  eaek  plaee  it  appears  and  inserting 
in  ken  thereof  ^kke  second  and  third  sentences  el  suk- 
seetion  -We 

-(11)  (A)-  Section  4-244  -(relating  le  election  ky 
lereign  investment  companies  le  distribute  income  cur¬ 
rently)-  is  amended  ky  striking  eat  sakparagrapk  -(44)- 
ef  subsection  -(a)  (4)  and  inserting  in  kea  ikereel  Ike 
fekowing : 

iL(44)-  designate  in  a  written  notice  mailed  le 
its  shareholders  at  any  lime  kelere  Ike  expiration  of 
45  days  alter  Ike  close  el  its  taxable  year  Ike  pro 
rata  amount  ler  Ike  taxable  year  el  Ike 
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class  A  and  adjusted  class  44  capital  gain  -(deter¬ 
mined  as  though  sueh  corporation  were  a  taxpayer 
other  than  a  corporation  except  that  section  1212 
-(a)-  shah  apply  in  heu  of  section  1212  (b) )  ;  and 
the  portions  thereof  which  are  being  distributed ; 
amP 

-(44)-  Clause  -(if  of  section  3  247  (a)  -(2)  (A)-  is 
amended  to  read  as  follows-: 

i£-(if  hie  adjusted  elass  A  and  adjusted 
elass  44  capital  gain  referred  to  in  paragraph 

emo 

-(Of  Subparagraph  -(Of  of  scetion  4244(a)  (2)  is 
amended  to  read  as  follows : 

“-(G)  Carryover  oe  capital  losses  from 
yoyelegtioy  years  DEYIED. — In  computing  the 
adjusted  elass  A  and  adjusted  elass  44  capital  gains 
referred  to  in  paragraph  (1)  (44) ,  section  4242  shah 
not  apply  to  losses  incurred  in  or  with  respect  to 
taxable  years  before  the  hrst  taxable  year  to  whieh 
the  election  applies?” 

-(Hf  Section  1244(c)  (2)  is  amended  by  striking 
out  ^is  longAcrm  capital  gains-’  and  inserting  in  lieu 
thereof  ^  the  ease  of  a  shareholder  which  is  a  corpora 
thug  its  long-  term  capital  gains,  and  in  the  ease  of  a 
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267 


shareholder  other  than  a  corporation  his  dass  A  and 
dass  B  eapital  gains’7 ; 

-fEf  Subsection  -(d)-  of  section  4342  is  amended 
to  read  as  fallows : 


7  holder- — Every  qualified  shareholder  of  a  foreign  in-vest- 
6  ment  company  for  any  taxable  year  of  such  company  -with 
9  respect  to  which  an  election  pursuant  to  subsection  -(a)-  is  in 
effect  shah — 

11  -  (If  if  such  shareholder  is  a  taxpayer  other  than 

12  a  corporation — 


13 


-(A)-  include  in  computing  his  dass  A  or  class 


14 


B  capital  gain  for  his  taxable  year  in  which  re- 


15 


16 


of  the  adjusted  dass  A  or  adjusted  dass  B  capital 


17 


gain7  respectively^  and 


18 


19 


B  eapital  gain  for  his  taxable  year  in  which  or  with 


20 


21 


pro  rata  share  of  the  undistributed  portion  of  the 


22 


adjusted  class  A  or  adjusted  dass  B  eapital  gain7 


23 


respectively,  or 


09 — 108 — 6© — pt.  4 - 19 
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“-(g)  if  sued  shareholder  is  a  corporation,  include 
its  long  term  capital  gains — 

-■■{A)  for  its  taxable  year  in  which  reeeivcdy 
its  pro  rata  share  ol  the  distributed  portion  ol  the 
sons  of  the  ad  jested  class  A  and  ad  jested  class  44 
capital  gains,  and 

“  (B)  for  its  taxable  year  in  which  or  with 
which  the  taxable  yeas  of  seeh  company  ends-, 
its  pro  rota  share  of  the  endistribated  portion  of  the 
sent  of  the  adjusted  doss  A  and  adjusted  class  -14 
capital  gains.- 

her  purposes  of  this  sebscetion  the  adjusted  elass  A  and 
adjusted  elass  44  capital  gains  shall  he  determined  as  pre¬ 
sided  in  subsection  -(a)-(l)(B) 

-(h)-  Subsection  -(ij-  of  section  1217  is  amended 
to  read  as  follows  : 

li~fi)-  4jOSS  -OR  S-ALE  -OK  hxCIIANGE  -OE  hE-ETAIX 
^T-OOK; — 

“■  (1)  Shareholders  -other  than-  ooreoba- 
TIONS. — 4fj  under  this  seetieny  any  qualified  shareholder 
other  than  a  corporation  treats  any  amount  designated 
under  subsection  -fa)-(l)-(44)  with  respect  to  a  share 
of  stock  as — 

^A-)-  elass  44  capital  gain  and  such  share  is 
held  by  the  taxpayer  for  6  months  or  less*  then 
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ftfiykeeftlkemlew  exchange  ef  seek  skare  shah-; 
le  Ike  extent  ef  Ike  amount  treated  as  class  B  capital 
gftkiy  ke  treated  as  a  less  from  Ike  sale  ef  exchange 

c? 

ef  a  eapital  asset  held  for  mere  tkan  6  months  ket 
eel  ?nere  tkan  £  years, 

(^)  ek*ss  A  eapital  gale  and  seek  skare  is 
keld  ky  tke  taxpayer  for  Q  years  er  less;  Ikon  any 
less  en  Ike  sale  er  exekange  ef  seek  skare  shah;  le 
tke  extent  ef  Ike  amount  treated  as  elass  A  eapital 
gain,  ke  treated  as  a  less  from  tke  sale  er  exekange 
ef  a  eapital  asset  keld  for  mere  tkan  2  years;  er 

fQ)-  ketk  elass  A  and  elass  41  eapital  gains 
and  seek  skare  is  keld  ky  tke  taxpayer  fer  6  months 
er  less  and  tkerc  is  a  less  en  tke  sale  er  exekange  ef 
seek  stock  which  is  less  tkan  tke  sum  ef  tke  amount 
so  designated,  tken  an  amount  ef  suck  less  skak  ke 
treated  as  a  less  from  tke  sale  er  exekange  ef  a 
eapital  asset  keld  fer  mere  tkan  £  menths  hat  net 
mere  tkan  2  years  which  hears  tke  same  relation 
te  seek  less  as  tke  elass  44  eapital  gain  so  designated 
hears  te  tke  sum  ef  suek  class  44  and  tke  elass  A 
capital  gains  se  designated;-  and  tke  remainder  ef 
suck  less  shall  ke  treated  as  a  less  from  tke  sale  er 
exchange  ef  a  eapital  asset  held  fer  more  tkan 
2  years. 
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(2)  Corporate  shareholders. — Ily  aiider  this 


section,-  any  qualified  shareholder  which  is  a  eorpora  - 
tier*  treats  airy  amount  designated  under  subsection  -(a) 
-fl)  -(B)  with  respect  te  a  share  of  steeh  as  long  term 
eapital  gain-  arid  such  share  is  held  by  the  taxpayer  for 
6  months  or  les&y  then:  any  less  on  the  sale  or  exchange 
of  sneh  share  shady  to  the  extent  el  the  amount  treated 
as  long-term  capital  gainy  he  treated  as  a  less  trem 
the  sale  or  exchange  el  a  eapital  asset  held  ler  mere  than 
6  months/’ 


-(12)  Section  1-248  (b)  -(relating  te  gain  Irem  cer¬ 
tain  sales  er  exchanges  el  steeb  in  certain  foreign  eerpe  ■ 
rations)  is  amended  by  striking  out  months/’  each 
place  it  appears  and  inserting  in  lien  thereof  ^  months 
bnt  net  mere  than  2  years  er  held  for  mere  than  2  yearsy 
as  die  ease  may  be,”. 

-{-13)  Section  4-3-7-5-(a)  -(relating  te  special  rales 
applicable  te  eapital  gains  el  electing  small  business  cor¬ 
porations)-  is  amended  te  read  as  follows : 
iL)a)  Capital  Gains- — 


u 


-(4)-  Treatment  in  hands  op  shareholders. 
dbe  amount  includible  in  the  gross  ineemc  el  a  share 
holder  as  dividends  -(including  amounts  treated  as  divi¬ 


dends  under  section  4-37-3-(b) )  from  an  electing  small 
business  corporation  during  any  taxable  year  el  the  eer- 
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poration,-  to  the  ex-tent-  sueh 


is  a 


property  eat  el  earnings  and  profits  el  the  taxable  year 
as  specified  in  section  -346  (a)  (2) ,  shall  be  treated  -fi)- 
as  elass  A  capital  gain  te  tbe  extent  el  tbe  shareholder’s 
pro  rata  share  of  the  adjusted  class  A  eapital  gain 
-(eomputed  by  the  corporation  as  thengh  it  were  a 
tax-payer  ether  than  a  corporation  except  that  section 
-1-2 -t2  (b)  (2)  shall  not  apply)  for  saeh  taxable  yeary 
and  -(h)-  as  elass  B  eapital  gain  to  the  extent  of  the 
shareholder’s  pro  rata  share  of  the  adjusted  elass  B 
capital  gain  -(eomputed  by  the  corporation  as  though 
it  were  a  taxpayer  other  than  a  corporation  except 
that  section  -12-42-(b)  -(2)  shah  not  apply)-  for  such 
taxable  yearr  Bor  purposes  of  this  paragraph,  the 
adjusted  elass  A  eapital  gain  or  the  adjusted  class  B 
eapital  gain  shah  be  deemed  not  to  exeeed  an  amount 
equal  to  that  portion  of  the  corporation’s  taxable  income 
-(computed  as  provided  in  section  4h73  (d) )  for 
the  taxable  year  which  bears  the  same  ratio  to  such 
taxable  ineomc  as  such  adjusted  elass  A  capital  gain  or 
such  adjusted  class  B  eapital  gain  -(determined  without 
regard  to  the  provisions  of  this  sentence)  bears  to  the 
sum  of  such  adjusted  elass  A  and  adjusted  class  B  capital 


gains; 


u 
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rata  share. — A  shareholders  pro  rata  share  el  the 
adjusted  ekes  A  or  adjusted  ekss  E  capital  gak  (com¬ 
puted  as  provided  k  paragraph  -(4) )  for  any  taxabk 
year  shall  he  art  amount  which  bears  the  same  ratio  to 
sack  adjusted  ekss  A  eapkd  gak  or  sued  adjusted  ekss 
14  capital  gak  as  the  amount  of  dividends  described  k 
paragraph  -(4}-  kekdible  k  the  shareholder’s  gross 
keorne  bears  to  the  entire  amount  of  dividends  described 
k  paragraph  -(4-)-  kekdible  k  the  gross  income  of  ad 
shareholders.” 

-fdf  Effective  Date. — 

/ 

-f4f  General  rule. — Except  as  otherwise  spccid- 
eally  provided,  and  exeept  as  provided  by  paragraph 
(2-) ,  the  amendments  made  by  this  section  shad  apply 
to  taxabk  years  beginning  after  December  d4y  1993-.- 
-fdf  -Transition  rules. — 

-fAf  Distributions  of  capital  gains. — 
-ffj-  4f  a  taxpayer,  other  than  a  corporation, 
is  required  to  include  as  capital  gak  k  his  gross 
ineomc  for  a  taxable  year  beginning  after 
;  December  347  49337  an  amount  attributable 
i  to  sales  or  exchanges  of  eapital  assets  held 
t  for  more  than  9  months  and  such  gak  was 
*  realised  k  a  taxable  year  beginning  before 
l  January  E  1 9 At 7  by  a  person  described  k 
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•(***)  i  sueh  amount  shall  he  treated  fey 
suoh  taxpayer  as  Cass  B  eapital  gain;- 

■f**)~  ^  ft  taxpayer,  other  than  a  eorpora- 
tiOtty  is  required  to  ineludc  as  eapital  gain  in 
his  gross  income  for  a  taxable  year  beginning 
before  January  4y  -1904,  an  amount  attributable 
to  sales  or  exchanges  of  eapital  assets  held  for 
more  than  0  months  and  sueh  gain  was  realized 
in  a  taxable  year  beginning  after  December 
Ol-y  d90dy  by  a  person  described  in  elause  -fmfr 
such  amount  shall  be  treated  by  sueh  taxpayer 
as  long  term  eapital  gaim 

-fin)-  This  subparagraph  applies  in  respect 
of  a  regulated  investment  eompany  or  a  real 
estate  investment  trust  to  which  subebaptcr  M 
of  chapter  1-  of  the  Internal  Revenue  Code  of 
d-954  applies;  a  foreign  investment  company  to 
which  section  1247  of  sueh  Code  applies,  an 
electing  small  business  corporation  to  which 
oubehaptcr  8  of  ehapter  4  of  sueh  Code  applies, 
a  eommon  trust  fund  to  which  seetion  §84 
applies,  a  partnership,  an  estate,  and  a  trust. 
-f B)-  Bess  ex  sale  or  exchange  of  okr- 
taln  stock. — If  a  shareholder  -for  a  holder  of  a 


3819 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 


274 


beneficial  interest-)^  other  than  a  corporation,  in  a 
regulated  arrestment  eompany,  real  estate  invest 
ment  trust,  or  foreign  investment  eompany  is  re¬ 
quired  for  a  taxable  year  beginning  before  January 
4y  -1904,  under  section  8ti2-fb-)-(3)-  -fH)-  or 
seetion  &§7~fb)  (3)  (34),  or  section  1-247  (d) ,  to 
treat  an  amount  with  respeet  to  a  share  1{er  bene¬ 
ficial  interest) ,  as  a  long-term  eapital  gain7  and 
such  share  -for  benefieial  interest)  is  held  by  the 
taxpayer  for  less  than  34  days  -f-6  months  or  less  in 
ease  of  a  shareholder  of  a  foreign  investment 
eompany ) ,  then  a  loss  on  the  sale  or  exehange  of 
such  share  m  a  taxable  year  of  such  shareholder 
beginning  after  taeember  347  1-963,-  shall  to  the 
extent  of  such  long  term  eapital  gain,  be  treated  as 
loss  from  the  sale  or  exehange  or  a  eapital  asset 
held  for  more  than  0  months  but  not  more  than 
2  years. 

-fO)-  Regulatory  authority. — 4he  Seere- 
tary  or  his  delegate  shall  prescribe  such  regulations 
as  may  be  necessary  to  carry  out  the  purposes  of 
this  subsection. 

-fR}-  Meaning  oe  terms. — tans  used  in  this 
subsection  shall  have  the  same  meaning  as  when 
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ttse4 'm  chapter  4  of  the  Internal  Revenue  Code  of 
4 

SEC.  (107)230  233.  GAIN  FROM  DISPOSITIONS  OF  CERTAIN 

DEPRECIABLE  REALTY. 

(a)  Gain  From  Dispositions  of  Certain  Depre¬ 
ciable  Realty. — Part  IV  of  subchapter  P  of  chapter  1 
(relating  to  special  rules  for  determining  capital  gains  and 
losses)  is  amended  by  adding  at  the  end  thereof  the  follow¬ 
ing  new  section : 

“SEC.  1250.  GAIN  FROM  DISPOSITIONS  OF  CERTAIN  DEPRE¬ 
CIABLE  REALTY. 

“  (a)  General  Rule.— 

“  (1)  Ordinary  income— Except  as  otherwise 
provided  in  this  section,  if  section  1250  property  is  dis¬ 
posed  of  after  December  31,  1963,  the  applicable  per¬ 
centage  of  the  lower  of — 

“  (A)  the  additional  depreciation  (as  defined  in 
subsection  (b)  (1)  )  in  respect  of  the  property,  or 
"(B)  the  excess  of — 

“  (i)  the  amount  realized  (in  the  case  of  a 
sale,  exchange,  or  involuntary  conversion) ,  or 
the  fair  market  value  of  such  property  (in  the 
case  of  any  other  disposition) ,  over 

“(ii)  the  adjusted  basis  of  such  property, 
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shall  be  treated  as  gain  from  the  sale  or  ex¬ 
change  of  property  which  is  neither  a  capital 
asset  nor  property  described  in  section  1231. 
Such  gain  shall  be  recognized  notwithstanding 
any  other  provision  of  this  subtitle. 

“  (2)  Applicable  percentage. — For  purposes  of 
paragraph  ( 1 ) ,  the  term  ‘applicable  percentage’ 
means  100  percent  minus  one  percentage  point  for  each 
full  month  the  property  was  held  after  the  date  on  which 
the  property  was  held  20  full  months. 

“(b)  Additional  Depreciation  Defined.— For 
purposes  of  this  section — 

“  (1)  In  general. — The  term  ‘additional  deprecia¬ 
tion’  means,  in  the  case  of  any  property,  the  depreciation 
adjustments  in  respect  of  such  property;  except  that,  in 
the  case  of  property  held  more  than  one  year,  it  means 
such  adjustments  only  to  the  extent  that  they  exceed  the 
amount  of  the  depreciation  adjustments  which  would 
have  resulted  if  such  adjustments  had  been  determined 
for  each  taxable  year  under  the  straight  line  method  of 
adjustment.  For  purposes  of  the  preceding  sentence,  if  a 
useful  life  (or  salvage  value)  was  used  in  determining 
the  amount  allowed  as  a  deduction  for  any  taxable  year, 
such  life  (or  value)  shall  be  used  in  determining  the 
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depreciation  adjustments  which  would  have  resulted  for 
such  year  under  the  straight  line  method. 

“(2)  Property  held  by  lessee— In  the  case 
of  a  lessee,  in  determining  the  depreciation  adjustments 
which  would  have  resulted  in  respect  of  any  building 
erected  (or  other  improvement  made)  on  the  leased 
property,  or  in  respect  of  any  cost  of  acquiring  the  lease, 
the  lease  period  shall  be  treated  as  including  all  renewal 
periods.  For  purposes  of  the  preceding  sentence — 

“  (A)  the  term  ‘renewal  period’  means  any 
period  for  which  the  lease  may  be  renewed,  ex¬ 
tended,  or  continued  pursuant  to  an  option  exercis¬ 
able  by  the  lessee,  but 

“(B)  the  inclusion  of  renewal  periods  shall 
not  extend  the  period  taken  into  account  by  more 
than  |  of  the  period  on  the  basis  of  which  the 
depreciation  adjustments  were  allowed. 

“(3)  Depreciation  adjustments— The  term 
‘depreciation  adjustments’  means,  in  respect  of  any 
property,  all  adjustments  attributable  to  periods  after 
December  31,  1963,  reflected  in  the  adjusted  basis  of 
such  property  on  account  of  deductions  (whether  in 
respect  of  the  same  or  other  property)  allowed  or 
allowable  to  the  taxpayer  or  to  any  other  person  for 
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exhaustion,  wear  and  tear,  obsolescence,  or  amortization 
(other  than  amortization  under  section  168) .  For  pur¬ 
poses  of  the  preceding  sentence,  if  the  taxpayer  can 
establish  by  adequate  records  or  other  sufficient  evidence 
that  the  amount  allowed  as  a  deduction  for  any  period 
was  less  than  the  amount  allowable,  the  amount  taken 
into  account  for  such  period  shall  be  the  amount  allowed. 

“  (c)  Section  1250  Property—  For  purposes  of  this 
section,  the  term  ‘section  1250  property’  means  any  real 
property  (other  than  section  1245  property,  as  defined  in 
section  1245(a)  (3)  )  which  is  or  has  been  property  of  a 
character  subject  to  the  allowance  for  depreciation  provided 
in  section  167. 

“(d)  Exceptions  and  Limitations. — 

‘mo  Gifts. — Subsection  (a)  shall  not  apply  to  a 
disposition  by  gift. 

“  (2)  Transfers  at  death.— Except  as  provided 
in  section  691  (relating  to  income  in  respect  of  a  de¬ 
cedent)  ,  subsection  (a)  shall  not  apply  to  a  transfer  at 
death. 

“(3)  Certain  tax-free  transactions. — If  the 
basis  of  property  in  the  hands  of  a  transferee  is  deter¬ 
mined  by  reference  to  its  basis  in  the  hands  of  the  trans¬ 
feror  by  reason  of  the  application  of  section  332,  351, 
361,  371  (a),  374(a),  721,  or  731,  then  the  amount 
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of  gain  taken  into  account  by  the  transferor  under  sub¬ 
section  (a)  (1)  shall  not  exceed  the  amount  of  gain 
recognized  to  the  transferor  on  the  transfer  of  such  prop¬ 
erty  (determined  without  regard  to  this  section). 
This  paragraph  shall  not  apply  to  a  disposition  to  an 
organization  (other  than  a  cooperative  described  in  sec¬ 
tion  521)  which  is  exempt  from  the  tax  imposed  by  this 
chapter. 

“  (4)  Like  kind  exchanges;  involuntary 

CONVERSION S,  ETC.— 

“  (A)  Recognition  limit. — If  property  is 
disposed  of. and  gain  (determined  without  regard 
to  this  section)  is  not  recognized  in  whole  or  in 
part  under  section  1031  or  1033,  then  the  amount 
of  gain  taken  into  account  by  the  transferor  under 
subsection  (a)  (1)  shall  not  exceed  the  greater  of 
the  following: 

“  (i)  the  amount  of  gain  recognized  on  the 
disposition  (determined  without  regard  to  this 
section) ,  increased  as  provided  in  subparagraph 
(B),  or 

“  (ii)  the  amount  determined  under  sub- 
paragraph  (C). 

"(B)  Increase  for  certain  stock.— With 
respect  to  any  transaction,  the  increase  provided 
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by  this  subparagraph  is  the  amount  equal  to  the 
fair  market  value  of  any  stock  purchased  in  a  cor¬ 
poration  which  (but  for  this  paragraph)  would 
result  in  nonrecognition  of  gain  under  section 
1033  (a)  (3)  (A). 

“(C)  Adjustment  where  insufficient 

SECTION  12  50  PROPERTY  IS  ACQUIRED. — With  re¬ 
spect  to  any  transaction,  the  amount  determined 
under  this  subparagraph  shall  be  the  excess  of — 
“  (i)  the  amount  of  gain  which  would  (but 
for  this  paragraph)  be  taken  into  account  un¬ 
der  subsection  (a)  (1),  over 

“(ii)  the  fair  market  value  (or  cost  in 
the  case  of  a  transaction  described  in  section 
1033  (a)  (3)  )  of  the  section  1250  property 
acquired  in  the  transaction. 

“(D)  Basts  of  property  acquired.— In  the 
case  of  property  purchased  by  the  taxpayer  in  a 
transaction  described  in  section  1033  (a)  (3),  in 
applying  the  last  sentence  of  section  1033  (c) ,  such 
sentence  shall  be  applied — 

“(i)  first  solely  to  section  1250  properties 
and  to  the  amount  of  gain  not  taken  into  ac¬ 
count  under  subsection  (a)  (1)  by  reason  of 
this  paragraph,  and 
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(ii)  then  to  all  purchased  properties 
to  which  such  sentence  applies  and  to  the  re¬ 
maining  gain  not  recognized  on  the  transaction 
as  if  the  cost  of  the  section  1250  properties  were 
the  basis  of  such  properties  computed  under 
clause  (i) . 

In  the  case  of  property  acquired  in  any  other  trans¬ 
action  to  which  this  paragraph  applies,  rules  con¬ 
sistent  with  the  preceding  sentence  shall  be  applied 
under  regulations  prescribed  by  the  Secretary  or  his 
delegate. 

“(E)  Additional  depeeciation  with  ee- 

SPECT  TO  PEOPEETY  DISPOSED  OF.— In  the  Case  of 
any  transaction  described  in  section  1031  or  1033, 
the  additional  depreciation  in  respect  of  the  section 
1250  property  acquired  which  is  attributable  to  the 
section  1250  property  disposed  of  shall  be  an  amount 
equal  to  the  amount  of  the  gain  which  was  not 
taken  into  account  under  subsection  (a)  (1)  by 
reason  of  the  application  of  this  paragraph. 

“(5)  Section  1071  and  iosi  teansactions. — 
Under  regulations  prescribed  by  the  Secretary  or  his 
delegate,  rules  consistent  with  paragraphs  (3)  and  (4) 
of  this  subsection  and  with  subsections  (e)  and  (f) 
shall  apply  in  the  case  of  transactions  described  in  sec- 
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tion  1071  (relating  to  gain  from  sale  or  exchange  to 
effectuate  policies  of  FCC)  or  section  1081  (relating  to 
exchanges  in  obedience  to  SEC  orders) . 

“  (6)  Property  distributed  by  a  partnership 

TO  A  PARTNER. — 

“  (A)  In  general. — For  purposes  of  this  sec¬ 
tion,  the  basis  of  section  1250  property  distributed 
by  a  partnership  to  a  partner  shall  be  deemed  to  be 
determined  by  reference  to  the  adjusted  basis  of 
such  property  to  the  partnership. 

“  (B)  Additional  depreciation.— In  respect 
of  any  property  described  in  subparagraph  (A) ,  the 
additional  depreciation  attributable  to  periods  before 
the  distribution  by  the  partnership  shall  be — 

“  (i)  the  amount  of  the  gain  to  which  sub¬ 
section  (a)  would  have  applied  if  such  property 
bad  been  sold  by  the  partnership  immediately 
before  the  distribution  at  its  fair  market  value 
at  such  time  and  the  applicable  percentage  for 
the  property  bad  been  100  percent,  reduced  by 
“  (ii)  if  section  751  (b)  applied  to  any  part 
of  such  gain,  the  amount  of  such  gain  to  which 
section  751  (b)  would  have  applied  if  the  ap- 
pbcable  percentage  for  the  property  had  been 
100  percent. 
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“(7)  Disposition  of  principal  residence. — 
Subsection  (a)  shall  not  apply  to  a  disposition  of — 

“  (A)  property  to  the  extent  used  by  the  tax¬ 
payer  as  his  principal  residence  (within  the  mean¬ 
ing  of  section  1034,  relating  to  sale  or  exchange 
of  residence) ,  and 

“  (B)  property  in  respect  of  which  the  taxpayer 
meets  the  age  and  ownership  requirements  of  section 
121  (relating  to  gains  from  sale  or  exchange  of 
residence  of  individual  who  has  attained  the  age  of 
65)  but  only  to  the  extent  that  he  meets  the  use 
requirements  of  such  section  in  respect  of  such 
property. 

“(e)  Holding  Period. — For  purposes  of  determining 
the  applicable  percentage  under  this  section,  the  provisions 
of  section  1223  shall  not  apply,  and  the  holding  period  of 
section  1250  property  shall  be  determined  under  the  follow¬ 
ing  rules : 

t* 

“ ( 1 )  Beginning  of  holding  period— The  hold¬ 
ing  period  of  section  1250  property  shall  be  deemed  to 
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begin — 

“(A)  in  the  case  of  property  acquired  by  the 
taxpayer,  on  the  day  after  the  date  of  acquisition, 
or 

“(B)  in  the  case  of  property  constructed,  re- 
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constructed,  or  erected  by  the  taxpayer,  on  the 
first  day  of  the  month  during  which  the  property 
is  placed  in  service. 

“  (2)  Property  with  transferred  basis.— If 
the  basis  of  property  acquired  in  a  transaction  described 
in  paragraph  (1),  (2),  (3),  or  (5)  of  subsection  (d) 
is  determined  by  reference  to  its  basis  in  the  hands  ot  the 
transferor,  then  the  holding  period  of  the  property  in 
the  hands  of  the  transferee  shall  include  the  holding 
period  of  the  property  in  the  hands  of  the  transferor. 

“(3)  Principal  residence. — If  the  basis  of 
property  acquired  in  a  transaction  described  in  para¬ 
graph  (7)  of  subsection  (d)  is  determined  by  reference 
to  the  basis  in  the  hands  of  the  taxpayer  of  other  prop¬ 
erty,  then  the  holding  period  of  the  property  acquired 
shall  include  the  holding  period  of  such  other  property. 
“(f)  Special  Rules  for  Property  Which  Is  Sub¬ 
stantially  Improved. — 

“  ( 1 )  Amount  treated  as  ordinary  in¬ 
come. — If,  in  the  case  of  a  disposition  of  section  1250 
property,  the  property  is  treated  as  consisting  of  more 
than  one  element  by  reason  of  paragraph  (3) ,  then  the 
amount  taken  into  account  under  subsection  (a)  (1) 
in  respect  of  such  section  1250  property  as  gain  from 
the  sale  or  exchange  of  property  which  is  neither  a 
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capital  asset  nor  property  described  in  section  1231  shall 
be  the  sum  of  the  amounts  determined  under  paragraph 
(2). 

“(2)  Ordinary  income  attributable  to  an 
element. — For  purposes  of  paragraph  (1),  the 

amount  taken  into  account  for  any  element  shall  be  the 

*/ 

amount  determined  by  multiplying — 

“(A)  the  amount  which  bears  the  same  ratio 
to  the  lower  of  the  amounts  specified  in  subpara¬ 
graph  (A)  or  (B)  of  subsection  (a)  (1)  for  the 
section  1250  property  as  the  additional  depreciation 
for  such  element  bears  to  the  sum  of  the  additional 
depreciation  for  all  elements,  by 

“(B)  the  applicable  percentage  for  such  ele¬ 
ment. 

For  purposes  of  this  paragraph,  determinations  with 
respect  to  any  element  shall  be  made  as  if  it  were  a 
separate  property. 

“(3)  Property  consisting  of  more  than  one 
element. — In  applying  this  subsection  in  the  case  of 
any  section  1250  property,  there  shall  be  treated  as  a 
separate  element —  • 

“  (A)  each  separate  improvement, 

“(B)  if,  before  completion  of  section  1250 
property,  units  thereof  (as  distinguished  from  im- 
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provements)  were  placed  in  service,  each  such  unit 
of  section  1250  property,  and 

“(C)  the  remaining  property  which  is  not 
taken  into  account  under  subparagraphs  (A)  and 

(B). 

“(4)  Property  which  is  substantially  im¬ 
proved. — For  purposes  of  this  subsection — 

“(A)  In  general. — The  term  ‘separate  im¬ 
provement’  means  each  improvement  added  during 
the  36-month  period  ending  on  the  last  day  of  any 
taxable  year  to  the  capital  account  for  the  prop¬ 
erty,  but  only  if  the  sum  of  the  amounts  added  to 
such  account  during  such  period  exceeds  the 
greatest  of — 

“  (i)  25  percent  of  the  adjusted  basis  of 
the  property, 

“  (ii)  10  percent  of  the  adjusted  basis  of 
the  property,  determined  without  regard  to  the 
adjustments  provided  in  paragraphs  (2)  and 
(3)  of  section  1016  (a) ,  or 
“  (iii)  $5,000. 

For  purposes  of  clauses  (i)  and  (ii) ,  the  adjusted 
basis  of  the  property  shall  be  determined  as  of  the 
beginning  of  the  first  day  of  such  36-month  period, 
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1  or  of  the  holding  period  of  the  property  (within  the 

2  meaning  of  subsection  (e)  ) ,  whichever  is  the  later. 

3  “  (B)  Exception— Improvements  in  any  tax- 

4  able  year  shall  be  taken  into  account  for  purposes  of 

5  subparagraph  (A)  only  if  the  sum  of  the  amounts 

6  added  to  the  capital  account  for  the  property  for 

7  such  taxable  year  exceeds  the  greater  of — 

8  “  (i)  $2,000,  or 

9  “  (ii)  one  percent  of  the  adjusted  basis  re- 


10  ferred  to  in  subparagraph  (A)  (ii),,  determined, 

11  however,  as  of  the  beginning  of  such  taxable 

12  year-  3£2I  ViOST  Sr 

13  Eor  purposes  of  this  section,  if  the  wount  added  to 
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the  capital  account,  for  any  separate  improvement 
does  not  .esmeed  the  greater  of  clause  (i)  or  (ii), 

sucJfciiWrov¥fflj?Si!  SW;  be  as  placed  ii* 

service  on  the  first  day,  of  a  month,  which 
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delegate  shall  prescribe  such  regulations  as  he  may  deem  nec¬ 
essary  to  provide  for  adjustments  to  the  basis  of  property  to 
reflect  gain  recognized  under  subsection  (a) . 

“  (h)  Application  of  Section— This  section  shall 
apply  notwithstanding  any  other  provision  of  this  subtitle.” 
(b)  Technical  Amendments. — 

(1)  Special  rule  for  charitable  contribu¬ 
tions. — 

(A)  The  heading  of  section  170(e)  (relating 
to  special  rule  for  charitable  contributions  of  section 
1245  property)  is  amended  by  striking  out  “Sec¬ 
tion  1245  Property”  and  inserting  in  lieu  thereof 
“Certain  Property”. 

(B)  The  text  of  such  section  170(e)  is 
amended  by  striking  out  “section  1245  (a)  ”  and  in¬ 
serting  in  lieu  thereof  “section  1245  (a)  or 
1250(a)”. 

(2)  Corporate  distributions  of  property. — 
Subsections  (b)  and  (d)  of  section  301  (relating  to 
amount  distributed)  are  each  amended  by  striking  out 
“under  section  1245(a)”  and  inserting  in  lieu  thereof 
“under  section  1245  (a)  or  1250  (a)  ”. 

(3)  Effect  on  earnings  and  profits— Para¬ 
graph  (3)  of  section  312(c)  (relating  to  adjustments 
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of  earnings  and  profits)  is  amended  by  striking  out  “or 
under  section  1245(a)”  and  inserting  in  lieu  thereof 
“or  under  section  1245(a)  or  1250(a)”. 

(4)  Collapsible  corporations. — Paragraph 
(12)  of  section  341(e)  (relating  to  collapsible  cor¬ 
porations)  is  amended  by  striking  out  “section  1245 
(a)”  and  inserting  in  lieu  thereof  “sections  1245(a) 
and  1250(a)”. 

(5)  Installment  obligations  in  certain 
liquidations. — Subparagraphs  (A)  and  (B)  of  section 
453  (d)  (4)  (relating  to  distribution  of  installment  obli¬ 
gations  in  certain  corporate  liquidations)  are  each 
amended  by  striking  out  “section  1245  (a)  ”  and  insert¬ 
ing  in  lieu  thereof  “section  1245(a)  or  1250(a)”. 

(6)  Special  rule  for  partnerships.— Section 
751  (c)  (relating  to  definition  of  “unrealized  receiva¬ 
bles”  for  purposes  of  subchapter  K)  is  amended  by 
striking  out  “  (as  defined  in  section  1245  (a)  (3)  )  ”  and 
inserting  in  lieu  thereof  “(as  defined  in  section  1245 
(a)  (3)  )  and  section  1250  property  (as  defined  in  sec¬ 
tion  1250(c)  )”  and  by  striking  out  “to  which  section 
1245  (a)  ”  and  inserting  in  lieu  thereof  “to  which  section 
1245  (a)  or  1250  (a)  ”. 
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(7)  The  table  of  sections  for  part  IV  of  subchapter 
P  of  chapter  1  is  amended  by  adding  at  the  end  thereof 
the  following: 

“Sec.  1250.  Gain  from  dispositions  of  certain  depreciable 
realty.” 

(c)  Effective  Date. — The  amendments  made  by  this 
section  shall  apply  to  dispositions  after  December  31,  1963, 
in  taxable  years  ending  after  such  date. 

SEC.  (168)221  234.  AVERAGING. 

(a)  General  Pule. — Part  I  of  subchapter  Q  of  chap¬ 
ter  1  is  amended  to  read  as  follows: 

“PART  I— INCOME  AVERAGING 

“Sec.  1301.  Limitation  on  tax. 

“Sec.  1302.  Definition  of  averagable  income;  related  defi¬ 
nitions. 

“Sec.  1303.  Eligible  individuals. 

“Sec.  1304.  Special  rules. 

“Sec.  1305.  Regulations. 

“SEC.  1301.  LIMITATION  ON  TAX. 

“If  an  eligible  individual  has  averagable  income  for  the 
computation  year,  and  if  the  amount  of  such  income  exceeds 
$3,000,  then  the  tax  imposed  by  section  1  for  the  computa¬ 
tion  year  which  is  attributable  to  averagable  income  shall 
be  5  times  the  increase  in  tax  under  such  section  which  would 
result  from  adding  20  percent  of  such  income  to  the  sum  of — 
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“(1)  133^-  percent  of  average  base  period  income, 
and 

“(2)  the  amount  (if  any)  of  the  average  base 
period  capital  gain  net  income. 

“SEC.  1302.  DEFINITION  OF  AVERAGABLE  INCOME;  RE¬ 
LATED  DEFINITIONS. 

“  (a)  Averagable  Income. — For  purposes  of  this 
part — 

“  ( 1 )  In  general. — The  term  'averagable  income' 
means  the  amount  (if  any)  by  which  adjusted  tax¬ 
able  income  exceeds  13  3^  percent  of  average  base  period 
income. 

“  (2)  Adjustment  in  certain  cases  for  capi¬ 
tal  gains. — If— 

“  (A)  the  average  base  period  capital  gain  net 
income,  exceeds 

“(B)  the  capital  gain  net  income  for  the  com¬ 
putation  year, 

then  the  term  'averagable  income'  means  the  amount  de¬ 
termined  under  paragraph  (1),  reduced  by  an  amount 
equal  to  such  excess. 

“(b)  Adjusted  Taxable  Income. — For  purposes  of 
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this  part,  the  term  ‘adjusted  taxable  income’  means  the  tax¬ 
able  income  for  the  computation  year,  decreased  by  the  sum 
of  the  following  amounts: 

“  ( 1 )  Capital  gain  net  income  for  the  com¬ 
putation  year. — The  amount  (if  any)  of  the  capital 
gain  net  income  for  the  computation  year. 

“  (2)  Income  attributable  to  gifts,  bequests, 
ETC.— 

“(A)  In  general.— The  amount  of  net  in¬ 
come  attributable  to  an  interest  in  property  where 
such  interest  was  received  by  the  taxpayer  as  a  gift, 
bequest,  devise,  or  inheritance  during  the  computa¬ 
tion  year  or  any  base  period  year.  This  para¬ 
graph  shall  not  apply  to  gifts,  bequests,  devises, 
or  inheritances  between  husband  and  wife  if  they 
make  a  joint  return,  or  if  one  of  them  makes  a  re¬ 
turn  as  a  surviving  spouse  (as  defined  in  section 
2  (b)  ) ,  for  the  computation  year. 

“(B)  Amount  of  net  income. — Unless  the 
taxpayer  otherwise  establishes  to  the  satisfaction  of 
the  Secretary  or  his  delegate,  the  amount  of  net 
income  for  any  taxable  year  attributable  to  an 
interest  described  in  subparagraph  (A)  shall  be 
deemed  to  be  6  percent  of  the  fair  market  value  of 
such  interest  (as  determined  in  accordance  with 
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the  provisions  of  chapter  11  or  chapter  12,  as  the 
case  may  be)  .* 

“(C)  Limitation. — This  paragraph  shall  ap¬ 
ply  only  if  the  sum  of  the  net  incomes  attributable 
to  interests  described  in  subparagraph  (A)  exceeds 
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$3,000. 

“(D)  Net  income.— For  purposes  of  this 
paragraph,  the  term  ‘net  income’  means,  with  re¬ 
spect  to  any  interest,  the  excess  of — 

“  (i)  items  of  gross  income  attributable  to 
such  interest,  over 

“  (ii)  the  deductions  properly  allocable  to 
or  chargeable  against  such  items. 

For  purposes  of  computing  such  net  income,  capital 
gains  and  losses  shall  not  be  taken  into  account. 
“(3)  Wagering  income.— The  amount  (if  any) 
by  which  the  gains  from  wagering  transactions  for  the 
computation  year  exceed  the  losses  from  such  trans¬ 
actions. 

“  (4)  Certain  amounts  received  by  owner- 
employees. — The  amount  (if  any)  to  which  section 
72  (m)  (5)  (relating  to  penalties  applicable  to  certain 
amounts  received  by  owner-employees)  applies. 

“  (c)  Average  Base  Period  Income.— For  purposes 
of  this  part — 
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“  ( 1 )  In  general. — The  term  'average  base  period 
income’  means  one-fourth  of  the  sum  of  the  base  period 
incomes  for  the  base  period. 

"  (2)  Base  period  income. — The  base  period  in¬ 
come  for  any  taxable  year  is  the  taxable  income  for  such 
year  first  increased  and  then  decreased  (but  not  below 
zero)  in  the  following  order: 

“  (A)  Taxable  income  shall  be  increased  by  an 
amount  equal  to  the  excess  of — 

“  (i)  the  amount  excluded  from  gross  in¬ 
come  under  section  911  (relating  to  earned  in¬ 
come  from  sources  without  the  United  States) 
and  subpart  D  of  part  III  of  subchapter  N  ( sec. 
931  and  following,  relating  to  income  from 
sources  within  possessions  of  the  United  States) , 
over 

“  (ii)  the  deductions  which  would  have 
been  properly  allocable  to  or  chargeable  against 
such  amount  but  for  the  exclusion  of  such 
amount  from  gross  income. 

"(B)  Taxable  income  shall  be  decreased  by 
the  capital  gain  net  income. 

"(C)  If  the  decrease  provided  by  paragraph 
(2)  of  subsection  (b)  applies  to  the  computation 
year,  the  taxable  income  shall  be  decreased  under 
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the  rules  of  such  paragraph  (2)  (other  than  the 
limitation  contained  in  subparagraph  (C)  thereof). 
“  (d)  Capital  Gain  Net  Income,  Etc.— For  pur¬ 
poses  of  this  part — 

“(1)  Capital  gain  net  income.— The  term 
‘capital  gain  net  income’  (169)menns7  for  any  tenable 
year  beginning  after  -December  JA  44hbb  the  amount  -(4f 
any)-  by  which — 

“(A)  the  snm  of  the  adjusted  elass  A  capital 
gain  and  the  adjusted  elass  B  capital  gang  exceeds 
the  deduction  allowable  under  seetion 

4-2J2-(a)-. 

The  term  hapital  gain  net  income-  means,  for  any 
taxable  year  beginning  before  January  47  4-9647  means 
the  amount  equal  to  50  percent  of  the  excess  of  the  net 
long-term  capital  gain  over  the  net  short-term  capital 
loss. 

“(2)  Average  base  period  capital  gain  net 
income. — The  term  'average  base  period  capital  gain 
net  income’  means  one-fourth  of  the  sum  of  the  capital 
gain  net  incomes  for  the  base  period.  For  purposes  of 
the  preceding  sentence,  the  capital  gain  net  income  for 
any  base  period  year  shall  not  exceed  the  base  period 
income  for  such  year  computed  without  regard  to  sub¬ 
section  (c)  (2)  (B). 
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“  (e)  Other  Related  Definitions. — For  purposes 
of  this  part — 

“  ( 1 )  Computation  year. — The  term  ‘computa¬ 
tion  year’  means  the  taxable  year  for  which  the  taxpayer 
chooses  the  benefits  of  this  part. 

“  (2)  Base  period. — The  term  ‘base  period’  means 
the  4  taxable  years  immediately  preceding  the  compu¬ 
tation  year. 

“(3)  Base  period  year. — The  term  ‘base  period 
year’  means  any  of  the  4  taxable  years  immediately 
preceding  the  computation  year. 

“  (4)  Joint  return. — The  term  ‘joint  return’ 
means  the  return  of  a  husband  and  wife  made  under 
section  6013. 

“SEC.  1303.  ELIGIBLE  INDIVIDUALS. 

“  (a)  General  Rule. — Except  as  otherwise  provided 
in  this  section,  for  purposes  of  this  part  the  term  ‘eligible 
individual’  means  any  individual  who  is  a  citizen  or  resi¬ 
dent  of  the  United  States  throughout  the  computation  year. 

“(b)  Nonresident  Alien  Individuals. — For  pur¬ 
poses  of  this  part,  an  individual  shall  not  be  an  eligible  in¬ 
dividual  for  the  computation  year  if,  at  any  time  during 
such  year  or  the  base  period,  such  individual  was  a  nonresi¬ 
dent  alien. 
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“(c)  Individuals  Receiving  Support  From 
Others  — 

“(1)  In  general. — For  purposes  of  this  part,  an 
individual  shall  not  be  an  eligible  individual  for  the  com¬ 
putation  year  if,  for  any  base  period  year,  such  individ¬ 
ual  (and  his  spouse)  furnished  less  than  one-half  of  his 
support. 

“(2)  Exceptions— Paragraph  (1)  shall  not  ap¬ 
ply  to  any  computation  year  if — 

“(A)  such  year  ends  after  the  individual  at¬ 
tained  age  25  and,  during  at  least  4  of  his  taxable 
years  beginning  after  he  attained  age  21  and  end¬ 
ing  with  his  computation  year,  he  was  not  a  full¬ 
time  student, 

“(B)  more  than  one-half  of  the  individual's 
adjusted  taxable  income  for  the  computation  year 
is  attributable  to  work  performed  by  him  in  sub¬ 
stantial  part  during  2  or  more  of  the  base  period 
years,  or 

“(C)  the  individual  makes  a  joint  return  for 
the  computation  year  and  not  more  than  25  per¬ 
cent  of  the  aggregate  adjusted  gross  income  of  such 
individual  and  his  spouse  for  the  computation  year 
is  attributable  to  such  individual. 
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In  applying  subparagraph  (C) ,  amounts  which  consti¬ 
tute  earned  income  (within  the  meaning  of  section  911 
(b)  )  and  are  community  income  under  community 
property  laws  applicable  to  such  income  shall  be  taken 
into  account  as  if  such  amounts  did  not  constitute  com¬ 
munity  income. 

“(d)  Student  Defined. — For  purposes  of  this  sec¬ 
tion,  the  term  ‘student’  means,  with  respect  to  a  taxable  year, 
an  individual  who  during  each  of  5  calendar  months  during 
such  taxable  year — 

“(i)  was  a  full-time  student  at  an  educational  in¬ 
stitution  (as  defined  in  section  151  (e)  (4)  )  ;  or 

“(2)  was  pursuing  a  full-time  course  of  institu¬ 
tional  on-farm  training  under  the  supervision  of  an  ac¬ 
credited  agent  of  an  educational  institution  (as  defined 
in  section  151  (e)  (4)  )  or  of  a  State  or  political  sub¬ 
division  of  a  State. 

“SEC.  1304.  SPECIAL  RULES. 

“  (a)  Taxpayer  Must  Choose  Benefits. — This  part 
shall  apply  to  the  taxable  year  only  if  the  taxpayer  chooses 
to  have  the  benefits  of  this  part  for  such  taxable  year.  Such 
choice  may  be  made  or  changed  at  any  time  before  the 
expiration  of  the  period  prescribed  for  making  a  claim  for 
credit  or  refund  of  the  tax  imposed  by  this  chapter  for  the 
taxable  year. 
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“(b)  Certain  Provisions  Inapplicable.— If  the 
taxpayer  chooses  the  benefits  of  this  part  for  the  taxable 

year,  the  following  provisions  shall  not  apply  to  him  for 
such  year: 

“(i)  section  3  (relating  to  optional  tax  if  adjusted 
gross  income  is  less  than  $5,000) , 

(2)  section  72  (n)  (2)  (relating  to  limitation  of 
tax  in  case  of  certain  distributions  with  respect  to  con¬ 
tributions  by  self-employed  individuals) , 

(3)  section  911  (relating  to  earned  income  from 
sources  without  the  United  States) ,  and 

“  (4)  subpart  D  of  part  III  of  subchapter  1ST  (sec. 
931  and  following,  relating  to  income  from  sources 
within  possessions  of  the  United  States) . 

(c)  U ALLURE  OF  CERTAIN  MARRIED  INDIVIDUALS 
To  Make  Joint  Return,  Etc. — 

( 1 )  Application  of  subsection. — Paragraphs 
(2) ,  (3) ,  and  (4)  of  this  subsection  shall  apply  in  the 
case  of  any  individual  who  was  married  for  any  base 
period  year  or  the  computation  year;  except  thaU- 

“(A)  such  paragraphs  shall  not  apply  in  re¬ 
spect  of  a  base  period  year  if — 

“  (i)  such  individual  and  his  spouse  make 
a  joint  return,  or  such  individual  makes  a  re- 
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turn  as  a  surviving  spouse  (as  defined  in  section 
2  (b) ) ,  for  the  computation  year,  and 

“  (ii)  such  individual  was  not  married  to 
any  other  spouse  for  such  base  period  year,  and 
“(B)  paragraph  (4)  shall  not  apply  in  respect 
of  the  computation  year  if  the  individual  and  his 
spouse  make  a  joint  return  for  such  year. 

“(2)  Minimum  base  period  income. — For  pur¬ 
poses  of  this  part,  the  base  period  income  of  an  individual 
for  any  base  period  year  shall  not  be  less  than  50  percent 
of  the  base  period  income  which  would  result  from  com¬ 
bining  his  income  and  deductions  for  such  year — 

“  (A)  with  the  income  and  deductions  for  such 
year  of  the  individual  who  is  his  spouse  for  the 
computation  year,  or 

“(B)  if  greater,  with  the  income  and  deduc¬ 
tions  for  such  year  of  the  individual  who  was  his 
spouse  for  such  base  period  year. 

“  (3)  Minimum  base  period  capital  gain  net 
income. — For  purposes  of  this  part,  the  capital  gain 
net  income  of  any  individual  for  any  base  period  year 
shall  not  be  less  than  50  percent  of  the  capital  gain  net 
income  which  would  result  from  combining  his  capital 
gain  net  income  for  such  year  (determined  without  re¬ 
gard  to  this  paragraph)  with  the  capital  gain  net  income 
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for  such  year  (similarly  determined)  of  the  individual 
with  whom  he  is  required  by  paragraph  (2)  to  combine 
his  income  and  deductions  for  such  year. 

*  (4)  Community  income  attributable  to 
services. — In  the  case  of  amounts  which  constitute 
earned  income  (within  the  meaning  of  section  911  (b)  ) 
and  are  community  income  under  community  property 
laws  applicable  to  such  income — 

“  (A)  the  amount  taken  into  account  for  any 
base  period  year  for  purposes  of  determining  base 
period  income  shall  not  be  less  than  the  amount 
which  would  be  taken  into  account  if  such  amounts 
did  not  constitute  community  income,  and 

(B)  the  amount  taken  into  account  for  pur¬ 
poses  of  determining  adjusted  taxable  income  for 
the  computation  year  shall  not  exceed  the  amount 
which  would  be  taken  into  account  if  such  amounts 
did  not  constitute  community  income. 

“(5)  Marital  status.— For  purposes  of  this 
subsection,  section  143  shall  apply  in  determining 
whether  an  individual  is  married  for  any  taxable  year. 
“(d)  Dollar  Limitations  in  Case  of  Joint  Re¬ 
turns. — In  the  case  of  a  joint  return,  the  $3,000  figure  con¬ 
tained  in  section  1301  shall  be  applied  to  the  aggregate 
averagable  income,  and  the  $3,000  figure  contained  in  sec- 
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tion  1302  (b)  (2)  (C)  shall  be  applied  to  the  aggregate  net 
incomes. 

“  (e)  Special  Rules  Where  There  Are  Capital 
Gains  — 

“  ( 1 )  Treatment  of  capital  gains  in  compu¬ 
tation  year. — In  the  case  of  any  taxpayer  who  has 
capital  gain  net  income  for  the  computation  year,  the 
tax  imposed  by  section  1  for  the  computation  year 
which  is  attributable  to  the  amount  of  such  net  income 
shall  be  computed — 

“  (A)  by  adding  so  much  of  the  amount  thereof 
as  does  not  exceed  average  base  period  capital 
gain  net  income  above  133-g-  percent  of  average  base 
period  income,  and 

“(B)  by  adding  the  remainder  (if  any)  of 
such  net  income  above  the  20  percent  of  the  aver- 
agable  income  as  taken  into  account  for  purposes 
of  computing  the  tax  imposed  by  section  1  (and 
above  the  amounts  (if  any)  referred  to  in  subsec¬ 
tion  (f)  (1)  ) . 

“(2)  Computation  of  alternative  tax. — In 
the  case  of  any  taxpayer  who  has  capital  gain  net  in¬ 
come  for  the  computation  year,  section  1201  (b)  shall 
be  treated  as  imposing  a  tax  equal  to  the  tax  imposed 
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by  section  1,  reduced  by  the  amount  (if  any)  by 
which — 

“(A)  the  tax  imposed  by  section  1  and  at¬ 
tributable  to  the  capital  gain  net  income  for  the 
computation  year  (determined  under  paragraph 
( 1 )  ) ,  exceeds 
(170)“  (B)  the  mm  of — 

S4r  percent  ef  the  adjusted  ektss  A 
capital  gain,  and 

“-(h)  percent  ef  the  adjusted  class  B 
capital  gain. 

“(B)  an  amount  equal  to  25  percent  of  the 
excess  of  the  net  long-term  capital  gain  over  the  net 
short-term  capital  loss. 

“(f)  Treatment  of  Certain  Other  Items. — 

“  ( 1 )  Gift  or  wagering  income.— The  tax  im¬ 
posed  by  section  1  for  the  computation  year  which  is 
attributable  to  the  amounts  subtracted  from  taxable  in¬ 
come  under  paragraphs  (2)  and  (3)  of  section 
1302(b)  shall  equal  the  increase  in  tax  under  section 
1  which  results  from  adding  such  amounts  above  the  20 
percent  of  the  averagable  income  as  taken  into  account 
for  purposes  of  computing  the  tax  imposed  thereon  by 
section  1. 
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“(2)  Section  72  (m)  (5). — Section  72  (m)  (5) 
(relating  to  penalties  applicable  to  certain  amounts 
received  by  owner-employees)  shall  be  applied  as  if  this 
part  bad  not  been  enacted. 

“  (3)  Other  items. — Except  as  otherwise  provided 
in  this  part,  the  order  and  manner  in  which  items  of  in¬ 
come  shall  be  taken  into  account  in  computing  the  tax 
imposed  by  this  chapter  on  the  income  of  any  eligible 
individual  to  whom  section  1301  applies  for  any  compu¬ 
tation  year  shall  be  determined  under  regulations  pre¬ 
scribed  by  the  Secretary  or  his  delegate. 

“  (g)  Short  Taxable  Years.— In  the  case  of  any 
computation  year  or  base  period  year  which  is  a  short  tax¬ 
able  year,  this  part  shall  be  applied  in  the  manner  provided 
in  regulations  prescribed  by  the  Secretary  or  his  delegate. 
“SEC.  1305.  REGULATIONS. 

“The  Secretary  or  his  delegate  shall  prescribe  such  regu¬ 
lations  as  may  be  necessary  to  carry  out  the  purposes  of  this 
part.” 

(b)  Repeal  of  Section  72  (e)  (3)  —Section  72 
(e)  (3)  (relating  to  limit  on  tax  attributable  to  receipt  of 
lump  sum)  is  hereby  repealed. 

(i7i)fc;  Amendment  of  Section  144.— Section  144  (re¬ 
lating  to  election  of  standard  deduction)  is  amended  by  add- 
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ing  after  subsection  (c)  (as  added  by  112  (c)(2)  of  this 
Act)  the  following  new  subsection: 

“(d)  Individuals  Electing  Income  Averaging. — 
In  the  case  of  a  taxpayer  who  chooses  to  have  the  benefits  of 
part  I  of  subchapter  Q  ( relating  to  income  averaging )  for 
the  taxable  year — 

“(1)  subsection  (a)  shall  not  apply  for  such  taxable 
year ,  and 

“(2)  the  standard  deduction  shall  be  allowed  if  the 
taxpayer  so  elects  in  his  return  for  such  taxable  year. 
The  Secretary  or  his  delegate  shall  by  regulations  prescribe 
the  manner  of  signifying  such  election  in  the  return.  If  the 
taxpayer  on  making  his  return  fails  to  signify,  in  the  manner 
so  prescribed,  his  election  to  take  the  standard  deduction,  such 
failure  shall  be  considered  his  election  not  to  take  the  standard 
deduction 

(172)-(e)-  (d)  Statute  of  Limitations— Section  6511 
(d)  (2)  (B)  (relating  to  special  period  of  limitation  with 
respect  to  net  operating  loss  carrybacks)  is  amended  to  read 
as  follows: 

“(B)  Applicable  rules.— 

“  (i)  If  the  allowance  of  a  credit  or  refund 
of  an  overpayment  of  tax  attributable  to  a  net 
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operating  loss  carryback  is  otherwise  prevented 
by  the  operation  of  any  law  or  rule  of  law  other 
than  section  7122,  relating  to  compromises, 
such  credit  or  refund  may  be  allowed  or  made, 
if  claim  therefor  is  filed  within  the  period  pro¬ 
vided  in  subparagraph  (A)  of  this  paragraph. 
If  the  allowance  of  an  application,  credit,  or  re¬ 
fund  of  a  decrease  in  tax  determined  under  sec¬ 
tion  6411(b)  is  otherwise  prevented  by  the 
operation  of  any  law  or  rule  of  law  other  than 
section  7122,  such  application,  credit,  or  refund 
may  be  allowed  or  made  if  application  for  a  ten¬ 
tative  carryback  adjustment  is  made  within  the 
period  provided  in  section  6411(a).  In  the 
case  of  any  such  claim  for  credit  or  refund  or 
any  such  application  for  a  tentative  carryback 
adjustment,  the  determination  by  any  court,  in¬ 
cluding  the  Tax  Court,  in  any  proceeding  in 
which  the  decision  of  the  court  has  become  final, 
shall  be  conclusive  except  with  respect  to  the 
net  operating  loss  deduction,  and  the  effect  of 
such  deduction,  to  the  extent  that  such  deduc¬ 
tion  is  affected  by  a  carryback  which  was  not 
in  issue  in  such  proceeding. 

“  (ii)  A  claim  for  credit  or  refund  for  a 
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computation  year  (as  defined  in  section  1302 
(e)  (1)  )  shall  be  determined  to  relate  to  an 
overpayment  attributable  to  a  net  operating  loss 
carryback  when  such  carryback  relates  to  any 
base  period  year  (as  defined  in  section 
1302(e)  (3)  ).” 

(173X4!  (e)  Technical  Amendments. — The  following 
provisions  are  amended  by  striking  out  “except  that  section 
72  (e)  (3)  shall  not  apply”: 

(1)  The  first  sentence  of  section  402(a)  (1)  (re¬ 
lating  to  general  rule  for  taxabibty  of  beneficiary  of 
exempt  trust) . 

(2)  The  second  sentence  of  section  402(b)  (re¬ 
lating  to  taxability  of  beneficiary  of  non-exempt  trust) . 

(3)  The  second  sentence  of  section  402(d)  (re¬ 
lating  to  certain  employees’  annuities) . 

(4)  Section  403  (a)  (1)  (relating  to  the  general 
rule  for  taxability  of  a  beneficiary  under  a  qualified 
annuity  plan) . 

(5)  The  second  sentence  of  section  403  (b)  (1) 
(relating  to  general  rule  for  taxability  of  beneficiary, 
etc. ) . 

(6)  The  second  sentence  of  section  403  (c)  (re¬ 
lating  to  taxability  of  beneficiary  under  a  nonqualified 
annuity) . 
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1  (m>M-  (f)  Clerical  Amendments. — 

2  (1)  Subsection  (f)  of  section  4  (relating  to  cross 

3  references  to  rules  for  optional  tax)  is  amended  by 

4  adding  at  the  end  thereof  the  following  new  paragraph: 

“(3)  For  rule  that  optional  tax  is  not  to  apply  if  indi¬ 
vidual  chooses  the  benefits  of  income  averaging,  see  sec¬ 
tion  1304(b)” 

5  (2)  Subsection  (b)  of  section  5  (relating  to  cross 

6  references  to  special  limitations  on  tax)  is  amended  to 

7  read  as  follows: 

8  “(b)  Special  Limitations  on  Tax.— 

“(1)  For  limitation  on  surtax  attributable  to  sales  of 
oil  or  gas  properties,  see  section  632. 

“(2)  For  limitation  on  tax  in  case  of  income  of  mem¬ 
bers  of  Armed  Forces  on  death,  see  section  692. 

“(3)  For  limitation  on  tax  where  an  individual  chooses 
the  benefits  of  income  averaging,  see  section  1301. 

“(4)  For  computation  of  tax  where  taxpayer  restores 
substantial  amount  held  under  claim  of  right,  see  section 
1341. 

‘‘(5)  For  limitation  on  surtax  attributable  to  claims 
against  the  United  States  involving  acquisitions  of  prop¬ 
erty,  see  section  1347.” 

9  (3)  The  table  of  parts  for  subchapter  Q  of  chapter 

10  1  is  amended  by  striking  out 

“Part  I.  Income  attributable  to  several  taxable  years.” 

11  and  inserting  in  lieu  thereof 

“Part  I.  Income  averaging.” 

12  (175M*)-  (g)  Effective  Date. — 

13  (1)  General  rule. — Except  as  provided  in  para- 

14  graph  (2) ,  the  amendments  made  by  this  section  shall 
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apply  with  respect  to  taxable  years  beginning  after 
December  31,  1963. 

(2)  Income  from  an  employment. — If,  in  a 
taxable  year  beginning  after  December  31,  1963,  an  in¬ 
dividual  or  partnership  receives  or  accrues  compensa¬ 
tion  from  an  employment  (as  defined  by  section  1301 
(b)  of  the  Internal  Revenue  Code  of  1954  as  in  effect 
immediately  before  the  enactment  of  this  Act)  and  the 
employment  began  before  February  6,  1963,  the  tax 
attributable  to  such  compensation  may,  at  the  election  of 
the  taxpayer,  be  computed  under  the  provisions  of  sec¬ 
tions  1301  and  1307  of  such  Code  as  in  effect  immedi¬ 
ately  before  the  enactment  of  this  Act.  If  a  taxpayer 
so  elects  (at  such  time  and  in  such  manner  as  the  Secre¬ 
tary  of  the  Treasury  or  bis  delegate  by  regulations  pre¬ 
scribes)  ,  be  may  not  choose  for  such  taxable  year  the 
benefits  provided  by  part  I  of  subcbapter  Q  of  chapter  1 
of  such  Code  (relating  to  income  averaging)  as  amended 
by  this  Act  (ll&)and  (if  he  elects  to  have  subsection  (e) 
of  such  section  1307  apply)  section  170(b)(5)  of  such 
Code  as  amended  by  this  Act  shall  not  apply  to  charita¬ 
ble  contributions  paid  in  such  taxable  year . 
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(177)S£C.  235.  SMALL  BUSINESS  CORPORATIONS. 

(a)  Ownership  of  Certain  Stock  Disregard¬ 
ed. — Section  1371  (relating  to  definition  of  small  business 
corporation)  is  amended  by  adding  at  the  end  thereof  the 
following  new  subsection: 

“(d)  Ownership  of  Certain  Stock. — For  purposes 
of  subsection  (a),  a  corporation  shall  not  be  considered  a 
member  of  an  affiliated  group  at  any  time  during  any  tax¬ 
able  year  by  reason  of  the  ownership  of  stock  in  another 
corporation  if  such  other  corporation — 

“( 1)  has  not  begun  business  at  any  time  on  or  after 
the  date  of  its  incorporation  and  before  the  close  of  such 
taxable  year,  and 

“(2)  does  not  have  taxable  income  for  the  period 
included  within  such  taxable  year.” 

(b)  Certain  Distributions  of  Money  After 
Close  of  Taxable  Year. — Section  1375  (relating  to 
special  rules  applicable  to  distributions  of  electing  small 
business  corporations)  is  amended  by  adding  at  the  end 
thereof  the  following  new  subsection: 

“(e)  Certain  Distributions  After  Close  of 
Taxable  Year. — 

“(1)  In  general. — For  purposes  of  this  chapter, 

if- 

“(A)  a  corporation  makes  a  distribution  of 
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money  to  its  shareholders  on  or  before  the  15th  day 
of  the  third  month  following  the  close  of  a  taxable 
year  with  respect  to  which  it  was  an  electing  small 
business  corporation,  and 

“(B)  such  distribution  is  made  pursuant  to  a 
resolution  of  the  board  of  directors  of  the  corpora¬ 
tion,  adopted  before  the  close  of  such  taxable  year,  to 
distribute  to  its  shareholders  all  or  a  part  of  the 
proceeds  of  one  or  more  sales  of  capital  assets,  or  of 
property  described  in  section  1231(b),  made  dur¬ 
ing  such  taxable  year, 

such  distribution  shall,  at  the  election  of  the  corporation, 
be  treated  as  a  distribution  of  money  made  on  the  last  day 
of  such  taxable  year . 

“(2)  Shareholders. — An  election  under  para¬ 
graph  (1)  with  respect  to  any  distribution  may  be  made 
by  a  corporation  only  if  each  person  who  is  a  shareholder 
on  the  day  the  distribution  is  received — 

“(A)  owns  the  same  proportion  of  the  stock 
of  the  corporation  on  such  day  as  he  owned  on  the 
last  day  of  the  taxable  year  of  the  corporation  pre¬ 
ceding  the  distribution,  and 

“(B)  consents  to  such  election  at  such  time  and 
in  such  manner  as  the  Secretary  or  his  delegate 
shall  prescribe  by  regulations. 
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“(3)  Manner  and  time  of  election— An  elec¬ 
tion  under  'paragraph  (1)  shall  he  made  in  such  manner 
as  the  Secretary  or  his  delegate  shall  prescribe  by  regu¬ 
lations.  Such  election  shall  be  made  not  later  than  the 
time  prescribed  by  law  for  filing  the  return  for  the  taxable 
year  during  which  the  sale  was  made  (including  ex¬ 
tensions  thereof)  except  that,  with  respect  to  any  taxable 
year  ending  on  or  before  the  date  of  the  enactment  of 
the  Revenue  Act  of  1964,  such  election  shall  be  made 
within  120  days  after  such  date.” 

(c)  Effective  Dates. — The  amendment  made  by  sub¬ 
section  (a)  shall  apply  with  respect  to  taxable  years  of  cor¬ 
porations  beginning  after  December  31,  1962.  The  amend¬ 
ment  made  by  subsection  (b)  shall  apply  with  respect  to 
taxable  years  of  corporations  beginning  after  December  31, 
1957. 

SEC.  (178)222  236.  REPEAL  OF  ADDITIONAL  2-PERCENT 

TAX  FOR  CORPORATIONS  FILING 
CONSOLIDATED  RETURNS. 

(a)  Repeal  of  Tax.— Subsection  (a)  of  section  1503 
(relating  to  computation  and  payment  of  tax  in  case  of  con¬ 
solidated  returns)  is  amended  to  read  as  follows: 

‘  (a)  General  Rule. — In  any  case  in  which  a  con¬ 
solidated  return  is  made  or  is  required  to  be  made,  the  tax 
shall  be  determined,  computed,  assessed,  collected,  and  ad- 
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justed  in  accordance  with  the  regulations  under  section  1502 
prescribed  before  the  last  day  prescribed  by  law  for  the  filing 
of  such  return.” 

(b)  Technical  and  Confoeming  Amendments. — 

(1)  Section  1503  is  amended  by  striking  out  sub¬ 
sections  (b)  and  (c)  and  by  relettering  subsection  (d) 
as  subsection  (b). 

(2)  Paragraph  (3)  of  section  1503  (b)  (as  re- 
lettered  by  paragraph  ( 1 )  )  is  amended  to  read  as 
follows : 

“(3)  Special  eules. — 

“  (A)  For  purposes  of  paragraph  (2),  a  cor¬ 
poration  is  a  regulated  public  utility  only  if  it 
is  a  regulated  public  utility  within  the  meaning  of 
subparagraph  (A)  (other  than  clauses  (ii)  and 
(iii)  thereof)  or  (I))  of  section  7701  (a)  (33). 
For  purposes  of  the  preceding  sentence,  the  limita¬ 
tion  contained  in  the  last  two  sentences  of  section 
7701  (a)  (33)  shall  be  applied  as  if  subparagraphs 
(A)  through  (F),  inclusive,  of  section  7701  (a) 
(33)  were  limited  to  subparagraphs  (A)  (i)  and 
(D)  thereof. 

“(B)  For  purposes  of  paragraph  (2),  the 
foreign  countries  referred  to  in  this  subparagraph 
include  only  any  country  from  which  any  public 
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utility  referred  to  in  the  first  sentence  of  paragraph 

(2)  derives  the  principal  part  of  its  income. 

“(C)  For  purposes  of  this  subsection,  the  term 

‘consolidated  taxable  income’  means  the  consolidated 
taxable  income  computed  without  regard  to  the 
deduction  provided  by  section  242  for  partially  tax- 
exempt  interest.” 

(3)  Section  7701  (a)  (relating  to  definitions)  is 
amended  by  adding  at  the  end  thereof  the  following 
new  paragraph: 

“(33)  Regulated  public  utility.— The  term 
‘regulated  public  utility’  means — 

“  (A)  A  corporation  engaged  in  the  furnishing 
or  sale  of — 

“(i)  electric  energy,  gas,  water,  or  sewer¬ 
age  disposal  services,  or 

“(ii)  transportation  (not  included  in  sub- 
paragraph  (C)  )  on  an  intrastate,  suburban, 
municipal,  or  interurban  electric  railroad,  on  an 
intrastate,  municipal,  or  suburban  trackless 
trolley  system,  or  on  a  municipal  or  suburban 
bus  system,  or 

“  (iii)  transportation  (not  included  in 
clause  (ii)  )  by  motor  vehicle — 
if  the  rates  for  such  furnishing  or  sale,  as  the  case 
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may  be,  have  been  established  or  approved  by  a 
State  or  political  subdivision  thereof,  by  an  agency 
or  instrumentality  of  the  United  States,  by  a  public 
service  or  public  utility  commission  or  other  similar 
body  of  the  District  of  Columbia  or  of  any  State  or 
political  subdivision  thereof,  or  by  a  foreign  country 
or  an  agency  or  instrumentality  or  political  sub¬ 
division  thereof. 

“  (B)  A  corporation  engaged  as  a  common  car¬ 
rier  in  the  furnishing  or  sale  of  transportation  of  gas 
by  pipe  line,  if  subject  to  the  jurisdiction  of  the 
Federal  Power  Commission. 

"(C)  A  corporation  engaged  as  a  common  car¬ 
rier  (i)  in  the  furnishing  or  sale  of  transportation  by 
railroad,  if  subject  to  the  jurisdiction  of  the  Inter¬ 
state  Commerce  Commission,  or  (ii)  in  the  furnish¬ 
ing  or  sale  of  transportation  of  oil  or  other  petroleum 
products  (including  shale  oil)  by  pipeline,  if  sub¬ 
ject  to  the  jurisdiction  of  the  Interstate  Commerce 
Commission  or  if  the  rates  for  such  furnishing  or  sale 
are  subject  to  the  jurisdiction  of  a  public  service  or 
public  utility  commission  or  other  similar  body  of 

4 

the  District  of  Columbia  or  of  any  State. 

“(D)  A  corporation  engaged  in  the  furnishing 
or  sale  of  telephone  or  telegraph  service,  if  the  rates 
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for  such  furnishing  or  sale  meet  the  requirements  of 
subparagraph  ( A ) . 

“  (E)  A  corporation  engaged  in  the  furnishing 
or  sale  of  transportation  as  a  common  carrier  by  air, 
subject  to  the  jurisdiction  of  the  Civil  Aeronautics 
Board. 

“(F)  A  corporation  engaged  in  the  furnishing 
or  sale  of  transportation  by  common  carrier  by 
water,  subject  to  the  jurisdiction  of  the  Interstate 
Commerce  Commission  under  part  III  of  the  Inter¬ 
state  Commerce  Act,  or  subject  to  the  jurisdiction 
of  the  Federal  Maritime  Board  under  the  Inter¬ 
coastal  Shipping  Act,  1933. 

“(G)  A  railroad  corporation  subject  to  part  I 
of  the  Interstate  Commerce  Act,  if  (i)  substan¬ 
tially  all  of  its  railroad  properties  have  been  leased 
to  another  such  railroad  corporation  or  corporations 
by  an  agreement  or  agreements  entered  into  before 
January  1,  1954,  (ii)  each  lease  is  for  a  term 
of  more  than  20  years,  and  (iii)  at  least  80  per¬ 
cent  or  more  of  its  gross  income  (computed  with¬ 
out  regard  to  dividends  and  capital  gains  and  losses) 
for  the  taxable  year  is  derived  from  such  leases 
and  from  sources  described  in  subparagraphs  (A) 
through  (F) ,  inclusive.  For  purposes  of  the  pre- 
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ceding  sentence,  an  agreement  for  lease  of  railroad 
properties  entered  into  before  January  1,  1954, 
shall  be  considered  to  be  a  lease  including  such  term 
as  the  total  number  of  years  of  such  agreement  may, 
unless  sooner  terminated,  be  renewed  or  continued 
under  the  terms  of  the  agreement,  and  any  such 
renewal  or  continuance  under  such  agreement  shall 
be  considered  part  of  the  lease  entered  into  before 
January  1,  1954. 

-(H)  A  common  parent  corporation  which  is 
a  common  carrier  by  railroad  subject  to  part  I  of 
the  Interstate  Commerce  Act  if  at  least  80  percent 
of  its  gross  income  (computed  without  regard  to 
capital  gains  or  losses)  is  derived  directly  or  indi¬ 
rectly  from  sources  described  in  subparagraphs  (A) 
through  (F),  inclusive.  For  purposes  of  the  pre¬ 
ceding  sentence,  dividends  and  interest,  and  income 
from  leases  described  in  subparagraph  (G) ,  received 
from  a  regulated  public  utility  shall  be  considered 
as  derived  from  sources  described  in  subparagraphs 
(A)  through  (F) ,  inclusive,  if  the  regulated  public 
utility  is  a  member  of  an  affiliated  group  (as  defined 
in  section  1504)  which  includes  the  common  parent 
corporation. 

The  term  'regulated  public  utility’  does  not  (except  as 
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provided  in  subparagraphs  (G)  and  (H)  )  include  a 
corporation  described  in  subparagraphs  (A)  through 
(F),  inclusive,  unless  80  percent  or  more  of  its  gross 
income  (computed  without  regard  to  dividends  and 
capital  gains  and  losses)  for  the  taxable  year  is  derived 
from  sources  described  in  subparagraphs  (A)  through 
(F) ,  inclusive.  If  the  taxpayer  establishes  to  the  satis¬ 
faction  of  the  Secretary  or  his  delegate  that  (i)  its 
revenue  from  regulated  rates  described  in  subparagraph 
(A)  or  (D)  and  its  revenue  derived  from  unregulated 
rates  are  derived  from  the  operation  of  a  single  inter¬ 
connected  and  coordinated  system  or  from  the  operation 
of  more  than  one  such  system,  and  (ii)  the  unregulated 
rates  have  been  and  are  substantially  as  favorable  to 
users  and  consumers  as  are  the  regulated  rates,  then  such 
revenue  from  such  unregulated  rates  shall  be  considered, 
for  purposes  of  the  preceding  sentence,  as  income  derived 
from  sources  described  in  subparagraph  (A)  or  (D) 

(4)  Section  12  (8)  (relating  to  cross  reference  to 
additional  tax  for  corporations  filing  consolidated  re¬ 
turns)  is  hereby  repealed. 

(5)  Paragraphs  (1)  and  (2)  of  section  172  (j) 
(relating  to  carryover  of  net  operating  loss  for  certain 
regulated  transportation  corporations)  are  amended  to 
read  as  follows : 
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“(1)  Definition— For  purposes  of  subsection 
(b)  (i)  (C),  the  term  'regulated  transportation  corpo¬ 
ration'  means  a  corporation — 

“(A)  80  percent  or  more  of  the  gross  income 
of  which  (computed  without  regard  to  dividends 
and  capital  gains  and  losses)  for  the  taxable  year 
is  derived  from  the  furnishing  or  sale  of  transporta¬ 
tion  described  in  subparagraph  (A),  (C)  (i) , 

(E),  or  (F)  of  section  7701  (a)  (33)  and  taken 
into  account  for  purposes  of  the  limitation  contained 
in  the  last  two  sentences  of  section  7701  (a)  (33)  ,. 

"(B)  which  is  described  in  subparagraph  (G) 
or  (H)  of  section  7701  (a)  (33) ,  or 

"(C)  which  is  a  member  of  a  regulated  trans¬ 
portation  system. 

"(2)  Begulated  teanspoetation  system. — 
For  purposes  of  this  subsection,  a  corporation  shall  be 

treated  as  a  member  of  a  regulated  transportation  system 

<• 

for  a  taxable  year  if — 

“(A)  it  is  a  member  of  an  affiliated  group  of 
corporations  making  a  consolidated  return  for  such 
taxable  year,  and 

"(B)  80  percent  or  more  of  the  aggregate 
gross  income  of  the  members  of  such  affiliated  group 
(computed  without  regard  to  dividends  and  capital 
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gains  and  losses)  for  such  taxable  year  is  derived 
from  sources  described  in  paragraph  (1)  (A). 

For  purposes  of  subparagraph  (B),  income  derived  by 
a  corporation  described  in  subparagraph  (G)  or  (H) 
of  section  7701  (a)  (33)  from  leases  described  in  sub¬ 
paragraph  (G)  thereof  shall  be  considered  as  derived 
from  sources  described  in  paragraph  (1)  (A) .” 

(6)  Section  904(g)  (2)  (relating  to  cross  refer¬ 
ences  for  purposes  of  the  limitation  on  the  foreign  tax 
credit)  is  amended  by  striking  out  “section  1503(d)” 
and  inserting  in  lieu  thereof  “section  1503(b)”. 

(7)  Section  1341(b)  (2)  (relating  to  special 
rules  for  the  computation  of  tax  where  taxpayer  restores 
substantial  amount  held  under  claim  of  right)  is  amended 
by  striking  out  “  (as  defined  in  section  1503  (c)  without 
regard  to  paragraph  (2)  thereof)  ”  and  inserting  in  lieu 
thereof  “(as  defined  in  section  7701  (a)  (33)  without 
regard  to  the  limitation  contained  in  the  last  two  sen- 
tences  thereof) 

(8)  Section  1552  (a)  (3)  (relating  to  the  alloca¬ 
tion  of  tax  liability  among  members  of  an  affiliated  group 
of  corporations  filing  consolidated  returns)  is  amended 
by  striking  out  “  (determined  without  regard  to  the  2 
percent  increase  provided  by  section  1503  (a)  ) 

(c)  Effective  Date. — The  amendments  made  by 
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subsections  (a)  and  (b)  shall  apply  with  respect  to  taxable 
years  beginning  after  December  31,  1963. 

SEC.  (179)333  237.  REDUCTION  OF  SURTAX  EXEMPTION 

IN  CASE  OF  CERTAIN  CONTROLLED 
CORPORATIONS,  ETC. 

(a)  In  General. — Subchapter  B  of  chapter  6  (related 
rules  for  consolidated  returns)  is  amended  by  adding  at  the 
end  thereof  the  following  new  part: 

“PART  II— CERTAIN  CONTROLLED  CORPORATIONS 

“Sec.  1561.  Surtax  exemptions  in  case  of  certain  controlled  corporations. 
“Sec.  1562.  Privilege  of  groups  to  elect  multiple  surtax  exemptions. 

“Sec.  1563.  Definitions  and  special  rules. 

“SEC.  1561.  SURTAX  EXEMPTIONS  IN  CASE  OF  CERTAIN 
CONTROLLED  CORPORATIONS. 

"  (a)  General  Rule. — If  a  corporation  is  a  component 
member  of  a  controlled  group  of  corporations  on  a  Decem¬ 
ber  31,  then  for  purposes  of  this  subtitle  the  surtax  exemp¬ 
tion  of  such  corporation  for  the  taxable  year  which  includes 
such  December  31  shall  be  an  amount  equal  to — 

“  ( 1 )  $25,000  divided  by  the  number  of  corpora¬ 
tions  which  are  component  members  of  such  group  on 
such  December  31,  or 

“(2)  if  all  such  component  members  consent  (at 
such  time  and  in  such  manner  as  the  Secretary  or  his 
delegate  shall  by  regulations  prescribe)  to  an  apportion- 
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ment  plan,  such  portion  of  $25,000  as  is  apportioned 
to  such  member  in  accordance  with  such  plan. 

The  sum  of  the  amounts  apportioned  under  paragraph  (2) 
among  the  component  members  of  any  controlled  group 
shall  not  exceed  $25,000. 

“(h)  Curtain  Short  Taxable  Years. — If  a  cor¬ 
poration — 

“(1)  has  a  short  taxable  year  which  does  not  in- 
elude  a  December  31,  and 

“  (2)  is  a  component  member  of  a  controlled  group 
of  corporations  with  respect  to  such  taxable  year, 
then  for  purposes  of  this  subtitle  the  surtax  exemption  of 
such  corporation  for  such  taxable  year  shall  be  an  amount 
equal  to  $25,000  divided  by  the  number  of  corporations 
which  are  component  members  of  such  group  on  the  last 
day  of  such  taxable  year.  For  purposes  of  the  preceding 
sentence,  section  1563  (b)  shall  be  applied  as  if  such  last 
day  were  substituted  for  December  31. 

“SEC.  1562.  PRIVILEGE  OF  GROUPS  TO  ELECT  MULTIPLE 
SURTAX  EXEMPTIONS. 

“(a)  Election  of  Multiple  Surtax  Exemp¬ 
tions. — 

“  ( 1 )  In  general. — A  controlled  group  of  corpora¬ 
tions  shall  (subject  to  the  provisions  of  this  section)  have 
the  privilege  of  electing  to  have  each  of  its  component 
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members  make  its  returns  without  regard  to  section  1561. 
Such  election  shall  be  made  with  respect  to  a  specified 
December  31  and  shall  be  valid  only  if — 

“(A)  each  corporation  which  is  a  component 
member  of  such  group  on  such  December  31,  and 
“(B)  each  other  corporation  which  is  a  com¬ 
ponent  member  of  such  group  on  any  succeeding  De¬ 
cember  31  before  the  day  on  which  the  election  is 
filed, 

consents  to  such  election. 

“  (2)  Years  for  which  effective. — An  election 
by  a  controlled  group  of  corporations  under  paragraph 
( 1 )  shall  be  effective  with  respect  to  the  taxable  year  of 
each  component  member  of  such  group  which  includes 
the  specified  December  31,  and  each  taxable  year  of  each 
corporation  v^hich  is  a  component  member  of  such  group 
(or  a  successor  group)  on  a  succeeding  December  31  in¬ 
cluded  within  such  taxable  year,  unless  the  election  is 
terminated  under  subsection  (c) . 

“(3)  Effect  of  election.— If  an  election  by  a 
controlled  group  of  corporations  under  paragraph  ( 1 )  is 
effective  with  respect  to  any  taxable  year  of  a  corpora¬ 
tion — 

“(A)  section  1561  shall  not  apply  to  such 
corporation  for  such  taxable  year,  but 
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“(B)  the  additional  tax  impound  by  hii B ■•.notion 
(b)  shall  apply  to  such  corporation  for  such  taxable 
year. 

“(b)  Additional  Tax  Imposed. — 

“(1)  General  rule. — If  an  election  under  sub¬ 
section  (a)  (1)  by  a  controlled  group  of  corporations  is 
effective  with  respect  to  the  taxable  year  of  a  corporation, 
there  is  hereby  imposed  for  such  taxable  year  on  the 
taxable  income  of  such  corporation  a  tax  equal  to  6  per¬ 
cent  of  so  much  of  such  corporation’s  taxable  income 
for  such  taxable  year  as  does  not  exceed  $25  000. 
(180)This  paragraph  shall  not  apply  to  the  year 

of  a  corporation  if  no  other  corporation  y-hbf:  h  -  -om 
ponent  member  of  such  controlled  group  on  0-0  h1— 
her  34-  included  m  such  eorp  oration  s  ■  year  e-rrs 

taxable  income  for  its  taxable  voar 
December  34r  This  paragraph  shall  not  app<\  to 
taxable  year  of  a  corporation  r — 

“  M )  such  corporation  is  the  onlp  xm  iu 
member  of  such  controlled  yroup  on  the  Decewiber 
ol  included  in  such  ix^pc^vioT  *  ;.n  Vs  our 
which  has  taxable  inomte  W  .. 
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disallowed  for  such  taxable  year  under  any  provision 
of  this  subtitle. 

(2)  I  AX  TREATED  A8  IMPOSED  BY  SECTION  11, 
etc.  ]|  for  Iho  taxable  year  of  a  corporation  a  tax  is 
imposed  by  section  I  l  on  the  taxable  income  of  such 


( oi poiation,  (lie  additional  tax  imposed  by  this  sub¬ 
section  shall  be  treated  for  purposes  of  this  title  as  a 
tax  imposed  by  section  11.  If  for  the  taxable  year  of 
a  coi poiation  a  tax  is  imposed  on  the  taxable  income 
ot  such  corporation  which  is  computed  under  any  other 
section  by  reference  to  section  11,  the  additional  tax 
imposed  by  this  subsection  shall  be  treated  for  purposes 
of  this  title  as  imposed  by  such  other  section. 

(3)  Taxable  income  defined. — Tor  purposes 
of  this  subsection,  the  term  Taxable  income’  means — 
“(A)  in  the  case  of  a  corporation  subject  to 
tax  under  section  511,  its  unrelated  business  tax¬ 
able  income  (within  the  meaning  of  section  512)  ; 

“  (B)  in  the  case  of  a  life  insurance  company, 
its  life  insurance  company  taxable  income  (within 
the  meaning  of  section  802  (b)  )  ; 

“(C)  in  the  case  of  a  regulated  investment 
company,  its  investment  company  taxable  income 
(within  the,  meaning  of  section  852(b)  (2)  )  ;  and 
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“(D)  in  the  case  of  a  real  estate  investment 
trust,  its  real  estate  investment  trust  taxable  income 
(within  the  meaning  of  section  857  (b)  (2)  ) . 

“  (4)  Special  rules. — If  for  the  taxable  year 
an  additional  tax  is  imposed  on  the  taxable  income  of  a 
corporation  by  this  subsection,  then  sections  244  (re¬ 
lating  to  dividends  received  on  certain  preferred  stock) , 
247  (relating  to  dividends  paid  on  certain  preferred 
stock  of  public  utilities) ,  804  (a)  (3)  (relating  to  deduc¬ 
tion  for  partially  tax-exempt  interest  in  the  case  of  a 

i 

life  insurance  company),  and  922  (relating  to  special 
deduction  for  Western  Hemisphere  trade  corporations) 
shall  be  applied  without  regard  to  the  additional  tax 
imposed  by  this  subsection. 

“(c)  Termination  of  Election— An  election  by  a 
controlled  group  of  corporations  under  subsection  (a)  shall 
terminate  with  respect  to  such  group — 

“(1)  Consent  of  the  members. — If  such  group 
files  a  termination  of  such  election  with  respect  to  a 
specified  December  31,  and — 

“(A)  each  corporation  which  is  a  component 
member  of  such  group  on  such  December  31,  and 
“(B)  each  other  corporation  which  is  a  corn- 
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ponent  member  of  such  group  on  any  succeeding 
December  31  before  the  day  on  which  the  termi¬ 
nation  is  filed, 

consents  to  such  termination. 

“(2)  Refusal  by  new  member  to  consent. — 
If  on  December  31  of  any  year  such  group  includes  a 
component  member  which — 

“(A)  on  the  immediately  preceding  January 
1  was  not  a  member  of  such  group,  and 

“  (B)  within  the  time  and  in  the  manner  pro¬ 
vided  by  regulations  prescribed  by  the  Secretary 
or  his  delegate,  files  a  statement  that  it  does  not 
consent  to  the  election. 

“(3)  Consolidated  returns. — If — 

“(A)  a  corporation  is  a  component  member 
(determined  without  regard  to  section  1563  (b) 
(3))  of  such  group  on  a  December  31  included 
within  a  taxable  year  ending  on  or  after  January  1, 
1964,  and 

“  (B)  such  corporation  is  a  member  of  an 
affiliated  group  of  corporations  which  makes  a  con¬ 
solidated  return  under  this  chapter  (sec.  1501  and 
following)  for  such  taxable  year. 
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“  (4)  Controlled  group  no  longer  in  exist¬ 
ence. — If  such  group  is  considered  as  no  longer  in 
existence  with  respect  to  any  December  31. 

Such  termination  shall  be  effective  with  respect  to  the 
December  31  referred  to  in  paragraph  (1)  (A),  (2),  (3), 
or  (4),  as  the  case  may  be. 

“  (d)  Election  After  Termination.— If  an  election 
by  a  controlled  group  of  corporations  is  terminated  under 
subsection  (c) ,  such  group  (and  any  successor  group)  shall 
not  be  eligible  to  make  an  election  under  subsection  (a)  with 
respect  to  any  December  31  before  the  sixth  December  31 
after  the  December  31  with  respect  to  which  such  termina¬ 
tion  was  effective. 

“(e)  Manner  and  Time  of  Giving  Consent  and 
Making  Election,  Etc.— An  election  under  subsection 
(a)  (1)  or  a  termination  under  subsection  (c)  (1)  (and 
the  consent  of  each  member  of  a  controlled  group  of  corpo¬ 
rations  which  is  required  with  respect  to  such  election 
or  termination)  shall  be  made  in  such  manner  as  the  Secre¬ 
tary  or  his  delegate  shall  by  regulations  prescribe,  and  shall 
be  made  at  any  time  before  the  expiration  of  3  years  after— 
“(1)  in  the  case  of  such  an  election,  the 
date  when  the  income  tax  return  for  the  tax¬ 
able  year  of  the  component  member  of  the  controlled 
group  which  has  the  taxable  year  ending  first  on  or  after 
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the  specified  December  (181)34-^  SI  is  required  to  be 
filed  (without  regard  to  any  extensions  of  time) ,  and 
“(2)  in  the  case  of  such  a  termination,  the  spec¬ 
ified  December  31  with  respect  to  which  such  termina¬ 
tion  was  made. 

Any  consent  to  such  an  election  or  termination,  and  a  failure 
by  a  component  member  to  file  a  statement  that  it  does  not 
consent  to  an  election  under  this  section,  shall  be  deemed 
to  be  a  consent  to  the  application  of  subsection  (g)  (1) 
(relating  to  tolling  of  statute  of  limitations  on  assessment 
of  deficiencies) . 

(f)  Special  Rules. — For  purposes  of  this  section — 
“  ( 1 )  Continuing  and  successor  controlled 
groups. — The  determination  of  whether  a  controlled 
group  of  corporations — 

“  (A)  is  considered  as  no  longer  in  existence 
with  respect  to  any  December  31,  or 

“(B)  is  a  successor  to  another  controlled 
group  of  corporations  (and  the  effect  of  such  deter¬ 
mination  with  respect  to  any  election  or  termina¬ 
tion)  , 

shall  be  made  under  regulations  prescribed  by  the  Sec¬ 
retary  or  his  delegate.  For  purposes  of  subparagraph 
(B)  ,  such  regulations  shall  be  based  on  the  continuation 
(or  termination)  of  predominant  equitable  ownership. 
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“  (2)  Certain  short  taxable  years.— If  one  or 
more  corporations  have  short  taxable  years  which  do  not 
include  a  December  31  and  are  component  members  of 
a  controlled  group  of  corporations  with  respect  to  such 
taxable  years  (determined  by  applying  section  1563  (b) 
as  if  the  last  day  of  each  such  taxable  year  were  sub¬ 
stituted  for  December  31),  then  an  election  hy  such 
group  under  this  section  shall  apply  with  respect  to 
such  corporations  with  respect  to  such  taxable  years  if — 
“  (A)  such  election  is  in  effect  with  respect  to 
both  the  December  31  immediately  preceding  such 
taxable  years  and  the  December  31  immediately 
succeeding  such  taxable  years,  or 

“  (B)  such  election  is  in  effect  with  respect  to 
the  December  31  immediately  preceding  or  succeed¬ 
ing  such  taxable  years  and  each  such  corporation 
files  a  consent  to  the  application  of  such  election 
to  its  short  taxable  year  at  such  time  and  in  such 
manner  as  the  Secretary  or  his  delegate  shall  pre¬ 
scribe  by  regulations. 

(182)><(g)  ¥oLLjya  oe  Statute  oe  Imitations. — 4a 
any  ease  in  which  a  controlled  gr-oup  of  corporations  makes 
an  election  or  termination  under  this  section — 

— (d-)  Ike  statutory  period  for  assessment  of  any 
deficiency  against  a  corporation  which  is  a  component 
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member  of '  sneb  group  for  any  taxable  year?  to  tbe 
extent  sneb  deficiency  is  attributable  to  tbe  application 
of  tbis  party  shall  not  expire  before  tbe  expiration  of 
one  vear  after  tbe  bate  sneb  eieetion  or  termination 
is  made-y  and 

“-(£)  if  credit  or  rcfnnd  of  any  overpayment  of  tax 
by  a  corporation  wbieb  is  a  component  member  of  snob 
group  for  any  taxable  year  is  prevented  $  at  any  time  on 
or  before  tbe  expiration  of  one  year  after  tbe  date  snob 
eieetion  or  termination  is  made,  by  tbe  operation  of  any 
law  or  rule  of  lawy  credit  or  refund  of  sneb  overpayment 
m-ayy  ncvertbelessy  be  allowed  or  made,-  to  tbe  extent 
sneb  overpayment  is  attributable  to  tbe  application  of 
tbis  party  if  claim  tberefor  is  bled  on  or  before  tbe  ex¬ 
piration  of  sneb  one  year  period. 

“(g)  Tolling  of  Statute  of  Limitations  —  In  any 
case  in  which  a  controlled  group  of  corporations  makes  an 
election  or  termination  under  this  section,  the  statutory 
period — 

“(1)  for  assessment  of  any  deficiency  against  a  cor¬ 
poration  which  is  a  component  member  of  such  group 
for  any  taxable  year ,  to  the  extent  such  deficiency  is  at¬ 
tributable  to  the  application  of  this  part,  shall  not  expire 
before  the  expiration  of  one  year  after  the  date  such  elec¬ 
tion  or  termination  is  made;  and 
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“(2)  for  allowing  or  making  credit  or  refund  of 
any  overpayment  of  tax  by  a  corporation  which  is  a 
component  member  of  such  group  for  any  taxable  year, 
to  the  extent  such  credit  or  refund  is  attributable  to  the 
application  of  this  part,  shall  not  expire  before  the  expi¬ 
ration  of  one  year  after  the  date  such  election  or  termi¬ 
nation  is  made . 

“SEC.  1563.  DEFINITIONS  AND  SPECIAL  RULES. 

“  (a)  Controlled  Group  of  Corporations. — For 
purposes  of  this  part,  the  term  'controlled  group  of  corpora¬ 
tions’  means  any  group  of — 

“  ( l )  Parent-subsidiary  controlled  group. — 
One  or  more  chains  of  corporations  connected  through 
stock  ownership  with  a  common  parent  corporation  if — 
“  (A)  stock  possessing  at  least  80  percent  of 
the  total  combined  voting  power  of  all  classes  of 
stock  entitled  to  vote  or  at  least  80  percent  of  the 
total  value  of  shares  of  all  classes  of  stock  of  each  of 
the  corporations,  except  the  common  parent  cor¬ 
poration,  is  owned  (within  the  meaning  of  subsec¬ 
tion  (d)  (l)  )  by  one  or  more  of  the  other  corpora¬ 
tions;  and 

“(B)  the  common  parent  corporation  owns 
(within  the  meaning  of  subsection  (d)  (1)) 
stock  possessing  at  least  80  percent  of  the  total  corn- 
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bined  voting  power  of  all  classes  of  stock  entitled  to 
vote  or  at  least  80  percent  of  the  total  value  of 
shares  of  all  classes  of  stock  of  at  least  one  of  the 
other  corporations,  excluding,  in  computing  such 
voting  power  or  value,  stock  owned  directly  by 
such  other  corporations. 

“(2)  Brother-sister  controlled  group. — 
Two  or  more  corporations  if  stock  possessing  at  least 
80  percent  of  the  total  combined  voting  power  of  all 
classes  of  stock  entitled  to  vote  or  at  least  80  percent  of 
the  total  value  of  shares  of  all  classes  of  stock  of  each 
of  the  corporations  is  owned  (within  the  meaning  of 
subsection  (d)  (2)  )  by  one  person  who  is  an  individ¬ 
ual,  estate,  or  trust. 

“(3)  Combined  group.— Three  or  more  corpora¬ 
tions  each  of  which  is  a  member  of  a  group  of  corpora¬ 
tions  described  in  paragraph  (1)  or  (2),  and  one  of 
which — 

“(A)  is  a  common  parent  corporation  included 
in  a  group  of  corporations  described  in  paragraph 
( 1 ) ,  and  also 

“(B)  is  included  in  a  group  of  corporations 

described  in  paragraph  (2). 

“  (4)  Certain  insurance  companies.— Two 
or  more  insurance  companies  subject  to  taxation  under 
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section  802  which  are  members  of  a  controlled  group 
of  corporations  described  in  paragraph  (1),  (2),  or 
(3 ) .  Such  insurance  companies  shall  be  treated  as  a  con¬ 
trolled  group  of  corporations  separate  from  any  other  cor¬ 
porations  which  are  members  of  the  controlled  group  of 
corporations  described  in  paragraph  (1),  (2),  or  (3). 
“(b)  Component  Member.— 

“(i)  General  rule. — For  purposes  of  this  part, 
a  corporation  is  a  component  member  of  a  controlled 
group  of  corporations  on  a  December  31  of  any  taxable 
year  (and  with  respect  to  the  taxable  year  which  in¬ 
cludes  such  December  31)  if  such  corporation — 

“  (A)  is  a  member  of  such  controlled  group  of 
corporations  on  the  December  31  included  in  such 
year  and  is  not  treated  as  an  excluded  member 
under  paragraph  (2),  or 

“(B)  is  not  a  member  of  such  controlled  group 
of  corporations  on  the  December  31  included  in  such 
year  but  is  treated  as  an  additional  member  under 
paragraph  (3). 

“(2)  Excluded  members. — A  corporation  which 
is  a  member  of  a  controlled  group  of  corporations  on 
December  31  of  any  taxable  year  shall  be  treated  as  an 
excluded  member  of  such  group  for  the  taxable  year 
including  such  December  31  if  such  corporation — 
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“  (A)  is  a  member  of  such  group  for  less  than 
one-half  the  number  of  days  in  such  taxable  year 
which  precede  such  December  31, 

“(B)  is  exempt  from  taxation  under  section 
501  (a)  (except  a  corporation  which  is  subject  to 
tax  on  its  unrelated  business  taxable  income  under 
section  511)  for  such  taxable  year, 

“(C)  is  a  foreign  corporation  subject  to  tax 
under  section  881  for  such  taxable  year, 

“(D)  is  an  insurance  company  subject  to 
taxation  under  section  802  or  section  821  (other 
than  an  insurance  company  which  is  a  member  of  a 
controlled  group  described  in  subsection  (a)  (4)  ) , 
or 

“(E)  is  a  franchised  corporation,  as  defined 
in  subsection  (f)  (4) . 

“(3)  Additional  members. — A  corporation 
which — 

“(A)  was  a  member  of  a  controlled  group  of 
corporations  at  any  time  during  a  calendar  year, 
“(B)  is  not  a  member  of  such  group  on  De¬ 
cember  3 1  of  such  calendar  year,  and 

4/  7 

“(C)  is  not  described,  with  respect  to  such 
group,  in  subparagraph  (B),  (C),  (D),  or  (E) 
of  paragraph  ( 2 ) , 
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shall  be  treated  as  an  additional  member  of  such  group 
on  December  31  for  its  taxable  year  including  such 
December  31  if  it  was  a  member  of  such  group  for 
one-balf  (or  more)  of  the  number  of  days  in  such  tax¬ 
able  year  which  precede  such  December  31. 

“  (4)  Overlapping  groups— If  a  corporation  is 
a  component  member  of  more  than  one  controlled  group 
of  corporations  with  respect  to  any  taxable  year,  such 
corporation  shall  be  treated  as  a  component  member  of 
only  one  controlled  group.  The  determination  as  to  the 
group  of  which  such  corporation  is  a  component  member 
shall  be  made  under  regulations  prescribed  by  the  Secre¬ 
tary  or  bis  delegate  which  are  consistent  with  the  pur¬ 
poses  of  this  part. 

“(c)  Certain  Stock  Excluded. — 

“(1)  General  rule. — For  purposes  of  this  part, 
the  term  ‘stock’  does  not  include — 

“(A)  nonvoting  stock  which  is  limited  and 
preferred  as  to  dividends, 

“(B)  treasury  stock,  and 
“(C)  stock  which  is  treated  as  ‘excluded  stock’ 
under  paragraph  ( 2 ) . 

“(2)  Stock  treated  as  ‘excluded  stock’.— 
“(A)  Parent-subsidiary  controlled 
group. — For  purposes  of  subsection  (a)  (1),  if  a 
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corporation  (referred  to  in  this  paragraph  as  ‘parent 
corporation’)  owns  (within  the  meaning  of  subsec¬ 
tions  (d)  (1)  and  (e)  (4)  ) ,  50  percent  or  more  of 
the  total  combined  voting  power  of  all  classes  of 
stock  entitled  to  vote  or  50  percent  or  more  of  the 
total  value  of  shares  of  all  classes  of  stock  in  another 
corporation  (referred  to  in  this  paragraph  as  ‘sub¬ 
sidiary  corporation’ ) ,  the  following  stock  of  the  sub¬ 
sidiary  corporation  shall  be  treated  as  excluded 
stock — 

“(i)  stock  in  the  subsidiary  corporation 
held  by  a  trust  which  is  part  of  a  plan  of  de¬ 
ferred  compensation  for  the  benefit  of  the  em¬ 
ployees  of  the  parent  corporation  or  the 
subsidiary  corporation, 

“  (ii)  stock  in  the  subsidiary  corporation 
owned  by  an  individual  (within  the  meaning 
of  subsection  (d)  (2)  (183),  but  net  including 
stock  owned  by  the  parent  corporation  whieh  is 
constructively  owned  by  seek  individual)  who 
is  a  principal  stockholder  or  officer  of  the  parent 
corporation.  For  purposes  of  this  clause,  the 
term  ‘principal  stockholder’  of  a  corporation 
means  an  individual  who  owns  (within  the 
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meaning  of  subsection  (d)  (2)  )  5  percent  or 
more  of  the  total  combined  voting  power  of  all 
classes  of  stock  entitled  to  vote  or  5  percent 
or  more  of  the  total  value  of  shares  of  all 
classes  of  stock  in  such  (184)corporation-;  cor¬ 
poration,  or 

“  (iii)  stock  in  the  subsidiary  corporation 
owned  (within  the  meaning  of  subsection  (d) 
(2)  )  by  an  employee  of  the  subsidiary  corpora¬ 
tion  if  such  stock  is  subject  to  conditions  which 
run  in  favor  of  such  parent  (or  subsidiary)  cor¬ 
poration  and  which  substantially  restrict  or  limit 
the  employee’s  right  (or  if  the  employee  con¬ 
structively  owns  such  stock,  the  direct  owner’s 
right)  to  dispose  of  such  stock. 

“  (B)  Brother-sister  controlled  group.— 
For  purposes  of  subsection  (a)  (2) ,  if  a  person  who 
is  an  individual,  estate,  or  trust  (referred  to  in  this 
paragraph  as  ‘common  owner’)  owns  (within  the 
meaning  of  subsection  (d)(2)),  50  percent  or 
more  of  the  total  combined  voting  power  of  all 
classes  of  stock  entitled  to  vote  or  50  percent  or 
more  of  the  total  value  of  shares  of  all  classes  of 
stock  in  a  corporation,  the  following  stock  of  such 
corporation  shall  be  treated  as  excluded  stock — 
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“(i)  stock  in  such  corporation  held  by 
an  employees’  trust  described  in  section  401  (a) 
which  is  exempt  from  tax  under  section  501 
(a) ,  if  such  trust  is  for  the  benefit  of  the  em¬ 
ployees  of  such  corporation,  or 

“  (ii)  stock  in  such  corporation  owned 
(within  the  meaning  of  subsection  (d)  (2)  )  by 
an  employee  of  the  corporation  if  such  stock  is 
subject  to  conditions  which  run  in  favor  of  such 
common  owner  (or  such  corporation)  and 
which  substantially  restrict  or  limit  the  em¬ 
ployee’s  right  (or  if  the  employee  construc¬ 
tively  owns  such  stock,  the  direct  owner’s 
right)  to  dispose  of  such  stock.  If  a  condition 
which  limits  or  restricts  the  employee’s  right 
(or  the  direct  owner’s  right)  to  dispose  of  such 
stock  also  applies  to  the  stock  held  by  the  com¬ 
mon  owner  pursuant  to  a  bona  fide  reciprocal 
stock  purchase  arrangement,  such  condition 
shall  not  be  treated  as  one  which  restricts  or 
limits  the  employee’s  right  to  dispose  of  such 
stock. 

“  (d)  Rules  for  Determining  Stock  Ownership  — 
“(1)  Parent-subsidiary  controlled  group. — 
For  purposes  of  determining  whether  a  corporation 
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is  a  member  of  a  parent-subsidiary  controlled  group 
of  corporations  (within  the  meaning  of  subsection 
(a)  (1)),  stock  owned  by  a  corporation  means — 

“  (A)  stock  owned  directly  by  such  corpora¬ 
tion,  and 

“(B)  stock  owned  with  the  application  of  sub¬ 
section  (e)  (1). 

“  ( 2 )  Brother-sister  controlled  group. — 
For  purposes  of  determining  whether  a  corporation  is 
a  member  of  a  brother-sister  controlled  group  of 
corporations  (within  the  meaning  of  subsection  (a) 
(2) ),  stock  owned  by  a  person  who  is  an  individual, 

estate,  or  trust  means — 

“(A)  stock  owned  directly  by  such  person, 

and 

"(B)  stock  owned  with  the  application  of 
subsection  (e). 

“(e)  Constructive  Ownership  — 

“(i)  Options. — If  any  person  has  an  option  to 
acquire  stock,  such  stock  shall  be  considered  as  owned  by 
such  person.  For  purposes  of  this  paragraph,  an  option 
to  acquire  such  an  option,  and  each  one  of  a  series  of 
such  options,  shall  be  considered  as  an  option  to  acquire 
such  stock. 

“(2)  Attribution  from  partnerships.— Stock 
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owned,  directly  or  indirectly,  by  or  for  a  partnership 
shall  be  considered  as  owned  by  any  partner  having  an 
interest  of  5  percent  or  more  in  either  the  capital  or 
profits  of  the  partnership  in  proportion  to  his  interest  in 
capital  or  profits,  whichever  such  proportion  is  the 
greater. 

“  (3)  Attribution  from  estates  or  trusts  — 

“(A)  Stock  owned,  directly  or  indirectly,  by 
or  for  an  estate  or  trust  shall  be  considered  as  owned 
by  any  beneficiary  who  has  an  actuarial  interest  of  5 
percent  or  more  in  such  stock,  to  the  extent  of  such 
actuarial  interest.  For  purposes  of  this  subpara¬ 
graph,  the  actuarial  interest  of  each  beneficiary  shall 
be  determined  by  assuming  the  maximum  exercise 
of  discretion  by  the  fiduciary  in  favor  of  such  bene¬ 
ficiary  and  the  maximum  use  of  such  stock  to  satisfy 
his  rights  as  a  beneficiary. 

“(B)  Stock  owned,  directly  or  indirectly,  by 
or  for  any  portion  of  a  trust  of  which  a  person  is 
considered  the  owner  under  subpart  E  of  part  I  of 
subchapter  J  (relating  to  grantors  and  others  treated 
as  substantial  owners)  shall  be  considered  as  owned 
by  such  person. 

“(C)  Th  is  paragraph  shall  not  apply  to 
stock  owned  by  any  employees’  trust  described  in 
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section  401  (a)  which  is  exempt  from  tax  under 
section  501  (a) . 

“  (4)  Attribution  from  corporations. — Stock 
owned,  directly  or  indirectly,  by  or  for  a  corporation 
shall  be  considered  as  owned  by  any  person  who  owns 
(within  the  meaning  of  subsection  (d)  )  5  percent 
or  more  in  value  of  its  stock  in  that  proportion  which 
the  value  of  the  stock  which  such  person  so  owns  bears 
to  the  value  of  all  the  stock  in  such  corporation. 

“(5)  Spouse. — An  individual  shall  he  considered 
as  owning  stock  in  a  corporation  owned,  directly  or  indi¬ 
rectly,  by  or  for  his  spouse  (other  than  a  spouse  who  is 
legally  separated  from  the  individual  imder  a  decree  of 
divorce  whether  interlocutory  or  final,  or  a  decree  of 
separate  maintenance ) ,  except  in  the  case  of  a  corpora¬ 
tion  with  respect  to  which  each  of  the  following  condi¬ 
tions  is  satisfied  for  its  taxable  year — 

“(A)  The  individual  does  not,  at  any  time 
during  such  taxable  year,  own  directly  any  stock 
in  such  corporation; 

“  (B)  The  individual  is  not  a  director  or  em¬ 
ployee  and  does  not  participate  in  the  management 
of  such  corporation  at  any  time  during  such  taxable 
year; 

“  (C)  Not  more  than  50  percent  of  such  corpo- 
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ration’s  gross  income  for  such  taxable  year  was 
derived  from  royalties,  rents,  dividends,  interest, 
and  annuities;  and 

“(D)  (185)¥ke  Such  stock  in  such  corporation 
is  not,  at  any  time  during  such  taxable  year,  subject 
to  conditions  which  substantially  restrict  or  limit  the 
spouse’s  right  to  dispose  of  such  stock  and  which 
run  in  favor  of  the  individual  or  his  children  who 
have  not  attained  the  age  of  21  years. 

“  (6)  Children,  grandchildren,  parents,  and 

GRANDPARENTS  — 

“  (A)  Minor  children. — An  individual  shall 
be  considered  as  owning  stock  owned,  directly  or 
indirectly,  by  or  for  his  children  who  have  not 
attained  the  age  of  21  years,  and,  if  the  individual 
has  not  attained  the  age  of  21  years,  the  stock 
owned,  directly  or  indirectly,  by  or  for  his  parents. 

“(B)  Adult  children  and  grandchil¬ 
dren. — An  individual  who  owns  (within  the  mean¬ 
ing  of  subsection  (d)  (2),  but  without  regard  to 
this  subparagraph)  more  than  50  percent  of  the 
total  combined  voting  power  of  all  classes  of  stock 
entitled  to  vote  or  more  than  50  percent  of  the 
total  value  of  shares  of  all  classes  of  stock  in  a  cor¬ 
poration  shall  be  considered  as  owning  the  stock 
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in  such  corporation  owned,  directly  or  indirect^, 
by  or  for  his  parents,  grandparents,  grandchildren, 
and  children  who  have  attained  the  age  of  21  years. 
For  purposes  of  this  section,  a  legally  adopted  child  of  an 
individual  shall  be  treated  as  a  child  of  such  individual  b}7 
blood. 

“  (f)  Other  Definitions  and  Rules.— 

“(1)  Employee  defined. — For  purposes  of  this 
section  the  term  ‘employee’  has  the  same  meaning  such 
term  is  given  in  section  3306  (i) . 

“(2)  Operating  rules. — 

“  (A)  In  general. — Except  as  provided  in 
subparagraph  (B),  stock  constructively  owned  by 
a  person  by  reason  of  the  application  of  paragraph 
(1),  (2),  (3),  (4),  (5),  or  (6)  of  subsection 
(e)  shall,  for  purposes  of  applying  such  paragraphs, 
be  treated  as  actually  owned  by  such  person. 

“(B)  Members  of  family.— Stock  construc¬ 
tively  owned  by  an  individual  by  reason  of  the  ap¬ 
plication  of  paragraph  (5)  or  (6)  of  subsection 
(e)  shall  not  be  treated  as  owned  by  him  for  pur¬ 
poses  of  again  applying  such  paragraphs  in  order 
to  make  another  the  constructive  owner  of  such 
stock. 
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“(3)  Special  rules. — For  purposes  of  this 
section — 

“  (A)  If  stock  may  be  considered  as  owned  by 
a  person  under  subsection  (e)  (1)  and  under 
any  other  paragraph  of  subsection  (e) ,  it  shall  be 
considered  as  owned  by  him  under  subsection 
(e)(1). 

"(B)  If  stock  is  owned  (within  the  meaning 
of  subsection  (d)  )  by  two  or  more  persons,  such 
stock  shall  be  considered  as  owned  by  the  person 
whose  ownership  of  such  stock  results  in  the  cor¬ 
poration  being  a  component  member  of  a  controlled 
group.  If  by  reason  of  the  preceding  sentence,  a 
corporation  would  (but  for  this  sentence)  become  a 
component  member  of  two  controlled  groups,  it 
shall  be  treated  as  a  component  member  of  one 
controlled  group.  The  determination  as  to  the 
group  of  which  such  corporation  is  a  component 
member  shall  be  made  under  regulations  prescribed 
by  the  Secretary  or  his  delegate  which  are  con¬ 
sistent  with  the  purposes  of  this  part. 

(186)'  Y C )  If  stock  is  owned  by  a  person  ivithin  the 
meaning  of  subsection  (d)  and  such  ownership 
remits  in  the  corporation  being  a  component  mem- 
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her  of  a  controlled  group,  such  stock  shall  not  he 
treated  as  excluded  stock  under  subsection  (c)(2), 
if  by  reason  of  treating  such  stock  as  excluded  stock 
the  result  is  that  such  corporation  is  not  a  component 
member  of  a  controlled  group  of  corporations. 

“  (4)  Franchised  corporation.— If— 

“  (A)  a  parent  corporation  (as  defined  in  sub¬ 
section  (c)  (2)  (A) ) ,  or  a  common  owner  (as  de¬ 
fined  in  subsection  (c)  (2)  (B)),  of  (187)a  cor¬ 
poration  which  is  a  member  of  a  controlled  group  of 
corporations  is  under  a  duty  (arising  out  of  a  writ¬ 
ten  agreement)  to  sell  stock  of  (188)a  sueh  corpo¬ 
ration  (referred  to  in  this  paragraph  as  ‘franchised 
corporation’ )  which  is  franchised  to  sell  the  products 
of  another  member,  or  the  common  owner,  of  such 
controlled  group; 

“(B)  such  stock  is  to  be  sold  to  an  employee 
(or  employees)  of  such  franchised  corporation  pur¬ 
suant  to  a  bona  fide  plan  designed  to  eliminate  the 
stock  ownership  of  the  parent  corporation  or  of  the 
common  owner  in  the  franchised  corporation; 

“(C)  such  plan — 

“  (i)  provides  a  reasonable  selling  price  for 
such  stock,  and 

“  (ii)  requires  that  a  portion  of  the  em- 
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ployee’s  share  of  the  profits  of  such  corporation 
(whether  received  as  compensation  or  as  a 
dividend)  be  applied  to  the  purchase  of  such 
stock  (or  the  purchase  of  notes,  bonds,  de¬ 
bentures  or  other  similar  evidence  of  indebted¬ 
ness  of  such  franchised  corporation  held  by 
such  parent  corporation  or  common  owner)  ; 
“(D)  such  employee  (or  employees)  owns 
directly  more  than  20  percent  of  the  total  value 
of  shares  of  all  classes  of  stock  in  such  franchised 
corporation ; 

“  (E)  more  than  50  percent  of  the  inventory 
of  such  franchised  corporation  is  acquired  from 
members  of  the  controlled  group,  the  common 
owner,  or  both ;  and 

“(E)  all  of  the  conditions  contained  in  sub- 
paragraphs  (A),  (B),  (0),  (D),and  (E)  have 
been  met  for  one-half  (or  more)  of  the  number 
of  days  preceding  the  December  31  included  within 
the  taxable  year  (or  if  the  taxable  year  does  not 
include  December  31,  the  last  day  of  such  year) 
of  the  franchised  corporation, 
then  such  franchised  corporation  shall  be  treated  as  an 
excluded  member  of  such  group,  under  subsection  (b) 
(2) ,  for  such  taxable  year.” 


G9— 108 — -66 — pt.  4- 


24 


3893 


348 


1 

2 

3 

4 

5 

6 

7 

8 
9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 
21 
22 

23 

24 

25 


(b)  Disallowance  of  Subtax  Exemption  and 
Accumulated  Eaenings  Credit —Section  1551  (relat¬ 
ing  to  disallowance  of  surtax  exemption  and  accumulated 
earnings  credit)  is  amended  to  read  as  follows: 

“SEC.  1551.  DISALLOWANCE  OF  SURTAX  EXEMPTION  AND 

% 

accumulated  earnings  credit. 

“  (a)  In  General.— If— 

“(1)  any  corporation  transfers,  on  or  after  Janu¬ 
ary  1,  1951,  and  on  or  before  June  12,  1963,  all  or 
part  of  its  property  (other  than  money)  to  a  transferee 
corporation, 

“(2)  any  corporation  transfers,  directly  or  indi- 
rectly,  after  June  12,  1963,  all  or  part  of  its  property 
(other  than  money)  to  a  transferee  corporation,  or 
“(3)  five  or  fewer  individuals  who  are  in  control 
of  a  corporation  transfer,  directly  or  indirectly,  after 
June  12,  1963,  property  (other  than  money)  to  a 
transferee  corporation, 

and  the  transferee  corporation  was  created  for  the  purpose 
of  acquiring  such  property  or  was  not  actively  engaged  in 
business  at  the  time  of  such  acquisition,  and  if  after  such 
transfer  the  transferor  or  transferors  are  in  control  of  such 
transferee  corporation  during  any  part  of  the  taxable  year 
of  such  transferee  corporation,  then  for  such  taxable  year  of 
such  transferee  corporation  the  Secretary  or  his  delegate 
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may  (except  as  may  be  otherwise  determined  under 
subsection  (d))  disallow  the  surtax  exemption  (as  defined 
in  section  11(d)),  or  the  $100,000  accumulated  earnings 
credit  provided  in  paragraph  (2)  or  (3)  of  section  535  (c) , 
unless  such  transferee  corporation  shall  establish  by  the  clear 
preponderance  of  the  evidence  that  the  securing  of  such 
exemption  or  credit  was  not  a  major  purpose  of  such 
transfer. 

“(b)  Control. — For  purposes  of  subsection  (a),  the 
term  ‘control’  means — 

“(i)  With  respect  to  a  transferee  corporation  de¬ 
scribed  in  subsection  (a)  (1)  or  (2) ,  the  ownership  by 
the  transferor  corporation,  its  shareholders,  or  both,  of 
stock  possessing  at  least  80  percent  of  the  total  combined 
voting  power  of  all  classes  of  stock  entitled  to  vote  or  at 
least  80  percent  of  the  total  value  of  shares  of  all  classes 
of  the  stock;  or 

“  (2)  With  respect  to  each  corporation  described  in 
subsection  (a)  (3) ,  the  ownership  by  the  five  or  fewer 
individuals  described  in  such  subsection  of  stock  possess¬ 
ing— 

“(A)  at  least  80  percent  of  the  total  combined 
voting  power  of  all  classes  of  stock  entitled  to  vote  or 
at  least  80  percent  of  the  total  value  of  shares  of  all 
classes  of  the  stock  of  each  corporation,  and 
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“  (B )  more  than  50  percent  of  the  total  combined 
voting  power  of  all  classes  of  stock  entitled  to  vote 
or  (189)at  least  more  than  50  percent  of  the  total 
value  of  shares  of  all  classes  of  stock  of  each  corpora¬ 
tion,  taking  into  account  the  stock  ownership  of  each 
such  individual  only  to  the  extent  such  stock  owner¬ 
ship  is  identical  with  respect  to  each  such  corpora¬ 
tion. 

For  purposes  of  this  subsection,  section  1563  (e)  shall  apply 
in  determining  the  ownership  of  stock. 

(i9oy^  UORPORATIONS  ELECTING  MULTIPLE  Surtax 
Exemptions. — If  the  surtax  exemption  is  disallowed  to  a 
transferee  corporation  for  any  taxable  yearj  seetien  4£62-(b)- 
shah  not  apply  with  respect  to  such  transferee  corporation 
for  sueh  taxable  year- 

(191)“-fdf  (c)  Authority  of  the  Secretary  Under 
This  Section. — The  provisions  of  section  269 (b) ,  and  the 
authority  of  the  Secretary  under  such  section,  shall,  to  the  ex¬ 
tent  not  inconsistent  with  the  provisions  of  this  section,  be 
applicable  to  this  section.” 

(c)  Technical  Amendments. — 

(1)  Amendment  of  section  8 02. —The  second 
sentence  of  section  802  (a)  (1)  (relating  to  tax  on  life 
insurance  companies)  is  amended  to  read  as  follows: 
“Such  tax  shall  consist  of  a  normal  tax  and  surtax  corn- 
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puted  as  provided  in  section  11  as  though  the  life  insur¬ 
ance  company  taxable  income  were  the  taxable  income 
referred  to  in  section  11.” 

(2)  Amendment  of  section  2  6  9  — Section  269 
(a)  (relating  to  acquisitions  made  to  evade  or  avoid 
(192)ineemc  tax)  is  amended — 

-fAf  by  striking  out  ^hen  seeh  deduction, - 
credit?  or  other  allowance  shall  not  ho  allowed”  at 
the  end  of  the  hrst  sentence  and  inserting  in  lieu 
thereof  -then  the  Secretary  or  his  delegate  may 
disallow  such  deduction?  credit,  or  other  allow¬ 
ance—;  and 

-(B)-  hy  adding  at  the  end  thereof  the  follow- 
ing  new  subsection  : 

^-fd)-  Corporations  Electing  Multiple  Subtan 
Exemptions; — If  the  surtax  exemption  is  disallowed  to  an 
acquired  corporation  under  subsection  -(a)-  for  any  taxable 
year?  section  1562-(h)-  shall  not  apply  with  respect  to  such 
acquired  corporation  for  such  taxable  yearr- 

income  tax )  is  amended  by  striking  out  “then  such  deduc¬ 
tion,  credit,  or  other  allowance  shall  not  be  allowed ”  at 
the  end  of  the  first  sentence  and  inserting  in  lieu  thereof 
“then  the  Secretary  or  his  delegate  may  disallow  such 
deduction,  credit,  or  other  allowance 

(3)  Special  rule  for  52-5  3-week  year. — Sec- 
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tion  441(f)  (2)  (A)  (relating  to  effective  date  with 
respect  to  special  rules  for  52-53-week  year)  is  amended 
by  striking  out  “In  any  case  in  which  the  effective  date 
or  the  applicability  of  any  provision  of  this  title  is  ex¬ 
pressed  in  terms  of  taxable  years  beginning  or  ending 
with  reference  to  a  specified  date”  and  inserting  in  lieu 
thereof  “In  any  case  in  which  the  effective  date  or  the 
applicability  of  any  provision  of  this  title  is  expressed 
in  terms  of  taxable  years  beginning,  including,  or  ending 
with  reference  to  a  specified  date”. 

(4)  Subchapter  B  of  chapter  6  is  amended  by 
inserting  after  the  heading  and  before  the  table  of 
sections  the  following: 

“Part  I.  In  general. 

“Part  II.  Certain  controlled  corporations. 

‘TART  I— IN  GENERAL” 

(d)  Effective  Date. — The  amendments  made  by  sub¬ 
sections  (a)  and  (c)  shall  apply  with  respect  to  taxable 
years  ending  after  December  31,  1963.  The  amendment 
made  by  subsection  (b)  shall  apply  with  respect  to  transfers 
made  after  June  12,  1963. 
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(193JSEC.  238.  VALIDITY  OF  TAX  LIENS  AGAINST  MORT¬ 
GAGEES,  PLEDGEES ,  AND  PURCHASERS 
OF  MOTOR  VEHICLES. 

(a)  Mortgagees,  Pledgees,  and  Purchasers 
Without  Actual  Notice  or  Knowledge  of  Lien. — 
Section  6323  (c)  ( relating  to  exception  in  case  of  securities ) 
is  amended — 

(1 )  by  striking  out  the  heading  and  inserting  in 
lieu  thereof  “Exception  in  Case  of  Securities  and 
Motor  Vehicles.—  ’  ; 

(2)  by  striking  out  “a  security,  as  defined  in  para¬ 
graph  (2)  of  this  subsection,”  in  paragraph  (1)  and 
inserting  in  lieu  thereof  “a  security  ( as  defined  in  para¬ 
graph  (2)  )  or  a  motor  vehicle  ( as  defined  in  paragraph 

(3))”; 

(3)  by  inserting  after  “such  security”  in  paragraph 
(1)  “or  such  motor  vehicle”;  and 

(4)  by  adding  at  the  end  thereof  the  following  new 
paragraph : 

“(3)  Definition  of  Motor  Vehicle. — As  used 
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in  this  subsection,  the  term  lmotor  vehicle ’  means  a  ve¬ 
hicle  ( other  than  a  house  trailer )  which  is  registered 
for  highway  use  under  the  laws  of  any  State  or  foreign 
country 

(b)  Liens  for  Estate  and  Gift  Taxes— Section 
®  6324  (relating  to  special  liens  for  estate  and  gift  taxes) 

7  is  amended — 
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(1)  by  striking  out  “(relating  to  transfers  of  se¬ 
curities)”  in  subsections  (a)  and  (b)  and  inserting  in 
lieu  thereof  “  (relating  to  securities  and  motor  ve¬ 
hicles)”;  and 

(2)  by  striking  out  subsection  (c)  and  inserting 
in  lieu  thereof  the  following : 

“(c)  Exception  in  Case  of  Securities  and  Motor 

15  Vehicles. — The  lien  imposed  by  subsection  (a)  or  (b) 

16  shall  not  be  valid  with  respect  to  a  security  (as  defined  in 

17  section  6323(c)  (2) )  or  a  motor  vehicle  (as  defined  in 

18  section  6323(c)  (3) )  as  against  any  mortgagee,  pledgee,  or 

19  purchaser  of  any  such  security  or  motor  vehicle,  for  an  ade- 

20  quate  and  full  consideration  in  money  or  money' s  worth,  if 

21  at  the  time  of  such  mortgage,  pledge,  or  purchase  such  mort- 

22  gagee,  pledgee,  or  purchaser  is  without  notice  or  knowledae 

i/ 

23  of  the  existence  of  such  lien.” 
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(c)  Effective  Date. — The  amendments  made  by  this 
section  shall  apply  only  with  respect  to  mortgages,  pledges, 
and  purchases  made  after  the  date  of  the  enactment  of  this 
Act. 

(194 ) S£C.  239.  EARNED  INCOME  OF  CITIZENS  OF  THE 

UNITED  STATES  FROM  SOURCES  WITH¬ 
OUT  THE  UNITED  STATES. 

(a)  Deduction  of  Ceiling  on  Exemption. — Section 
911(c)(1)  (relating  to  earned  income  from  sources  without 
the  United  States)  is  amended — 

(1)  by  striking  out,  in  subparagraph  (A)  thereof, 
“$20,000”  and  inserting  in  lieu  thereof  “$40,000” ;  and 

(2)  by  striking  out,  in  subparagraph  (B)  thereof, 
“$35,000”  and  inserting  in  lieu  thereof  “$6,000” . 

(b)  Effective  Date. — The  amendments  made  by  sub¬ 
section  (a)  shall  be  applicable  only  with  respect  to  taxable 
years  beginning  after  December  31,  1963. 

(195) S£C.  240.  HEADS  OF  HOUSEHOLDS. 

i' 

(a)  Section  1(b)  (relating  to  definition  of  head  of 
household)  is  amended  by  striking  out  the  word  “either — ” 
in  the  first  sentence  of  paragraph  (2)  and  subparagraph 
(A)  and  subparagraph  (B)  of  paragraph  (2)  of  sub- 
sectio7i  (b)  and  inserting  in  lieu  thereof :  “maintains  a  house- 
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hold  which  constitutes  for  such  taxable  year  the  principal 
place  of  abode  of  any  person  who  is  a  dependent  of  the  tax¬ 
payer  if  the  taxpayer  is  entitled  to  a  deduction  for  the  taxable 
year  for  such  person  under  section  151.” 

(b)  The  amendments  made  by  subsection  (a)  shall  apply 
to  taxable  years  beginning  after  December  31,  1963. 

(19 6) S£C.  241.  LOSSES  ARISING  FROM  CONFISCATION 

OF  PROPERTY  BY  CUBA. 

Section  165  (relating  to  losses)  is  amended  by  relettering 
subsection  (i)  as  subsection  (j)  and  by  adding  the  following 
new  subsection  (i) : 

11  (i)  Property  Confiscated  by  Cuba.— For  pur¬ 
poses  of  subsection  (c)(3),  losses  of  property  which  arise 
from  expropriation,  intervention  in,  or  confiscation  by  Cuba 
shall  be  deemed  to  be  losses  from  ‘ other  casualty' .” 

(197) SEC.  242.  CREDIT  OR  REFUND  OF  SELF-EMPLOY - 

MENT  TAX. 

(a)  Chapter  65  (relating  to  abatements,  credits,  and 
refunds)  is  amended  by  adding  at  the  end  of  subchapter  B 
thereof,  the  following  new  section: 

<(SEC.  6424.  CREDIT  OR  REFUND  OF  SELF-EMPLOYMENT 
TAX  IN  CERTAIN  CASES. 

“If’  by  reason  of  an  agreement  made  pursuant  to  section 
218  of  the  Social  Security  Act,  the  self-employment  income 
(as  defined  in  section  1402(b) )  of  any  individual  is,  for 
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1  any  year  with  respect  to  which  the  period  of  limitation  for 

2  filiny  claim  for  credit  or  refund  has  expired,  different  from 

3  what  it  would  he  hut  for  such  agreement,  then,  notwith- 

4  standing  any  other  law  or  rule  of  law  (other  than  section 

5  7122  relating  to  compromises) ,  such  individual  shall  he 

6  entitled  to  a  credit  or  refund  of  so  much  of  the  tax  imposed 

7  hy  chapter  2  (relating  to  tax  on  self-employment  income) 

8  as  was  imposed  upon  such  difference,  hut  only  if  claim  there- 

9  for  is  filed  within  3  years  from  the  date  on  which  the  agree- 

10  ment  under  such  section  218  was  entered  into.” 

11  (h)  The  table  of  sections  for  subchapter  B  of  chapter 

12  65  is  amended  hy  adding  at  the  end  thereof,  the  following: 

uSec.  Credit  or  refund  of  self-employment  tax  in  cer¬ 

tain  cases .” 

13  (198 )S£C.  243.  EXTENSION  OF  TIME  FOR  PAYMENT  OF 

14  ESTATE  TAX  ON  VALUE  OF  REVERSION- 

15  ARY  OR  REMAINDER  INTEREST  IN 

16  PROPERTY. 

17  (a)  Extension  Under  1954  Code— Section  6163 

18  (h)  (relating  to  extension  of  time  for  paying  estate  tax  on 

19  value  of  reversionary  or  remainder  interest  in  property  to 

20  prevent  undue  hardship)  is  amended  hy  striking  out  “not 

21  in  excess  of  2”  and  inserting  in  lieu  thereof  “or  periods  not 

22  in  excess  of  3”. 

23  (h)  Extension  Under  1939  Code. — Section  925  of 
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the  Internal  Revenue  Code  of  1939  (relating  to  periods  of 
extension  of  time  for  paying  estate  tax  attributable  to  future 
interests)  is  amended  by  striking  out  11  not  in  excess  of  ,2” 
and  inserting  in  lieu  thereof  “or  periods  not  in  excess  of  3  ’ . 
(c)  Effective  Date. — 

(1)  The  amendment  made  by  subsection  (a)  shall 
apply  in  the  case  of  any  reversionary  or  remainder  in¬ 
terest  only  if  the  time  for  payment  of  the  tax  under 
chapter  11  of  the  Internal  Revenue  Code  1954  attribut¬ 
able  to  such  interest,  including  any  extensions  thereof, 
has  not  expired  on  the  date  of  the  enactment  of  this  Act. 

(2)  The  amendment  made  by  subsection  (b)  shall 
apply  in  the  case  of  any  reversionary  or  remainder  in¬ 
terest  only  if  the  time  for  payment  of  the  tax  under 
chapter  3  of  the  Internal  Revenue  Code  of  1939  has 
not  expired  on  the  date  of  enactment  of  this  Act. 

(199 >S£C.  244.  CROP  INSURANCE  PROCEEDS. 

Section  451  ( relating  to  general  rule  for  taxable  year  of 
inclusion)  is  amended  by  adding  the  following  subsection: 

“(c)  In  the  case  of  insurance  proceeds  received  as  a 
result  of  destruction  or  damage  to  crops,  a  taxpayer  reporting 
on  the  cash  basis  of  accounting  may  elect  to  include  such  pro¬ 
ceeds  in  income  for  the  year  following  the  year  of  destruction 
or  damage  provided  he  establishes  to  the  satisfaction  of  the 
Secretary  or  his  delegate  that,  under  his  practice,  income 
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from  such  crops  would  not  have  been  reported  in  the  year  in 
which  raised  ” 

(200 )S£C.  245.  TRANSPORTATION  OF  DISABLED  INDIVID¬ 
UAL  TO  AND  FROM  WORK. 

(a)  Deduction  Allowed  for  Expenses  of  Trans¬ 
portation  of  Disabled  Individuals  to  and  from 
W ORK. — Part  VII  of  subchapter  B  of  chapter  1  ( relating  to 
additional  itemized  deductions  for  individuals ),  as  amended 
by  sections  213(a)(1)  and  214(a)  of  this  Act,  is  further 
amended  by  redesignating  section  219  as  section  220  and  by 
inserting  after  section  218  the  following  new  section: 

“SEC.  219.  TRANSPORTATION  OF  DISABLED  INDIVIDUAL 
TO  AND  FROM  WORK. 

“(a)  General  Pule. — In  the  case  of  a  disabled  indi¬ 
vidual,  there  shall  be  allowed  as  a  deduction  expenses  paid 
during  the  taxable  gear  for  transportation  to  and,  from  work 
to  the  extent  that  such  expenses  do  not  exceed  $600. 

“(b)  Disabled  Individual  Defined— For  purposes 
of  subsection  (a),  the  term  ‘ disabled  individual  means  an 
individual  who  is  blind  (as  defined  in  section  151(d)(3)) 
or  who  has  lost  the  use  of  a  leg,  both  legs,  both  arms,  or  is 
otherwise  disabled,  to  such  an  extent  that  he  is  unable  during 
the  entire  taxable  gear  to  use,  without  undue  hardship  or 
danger,  a  streetcar,  bus,  subway,  train,  or  similar  form  of 
public  transportation,  as  a  means  of  traveling  to  and  from 


3905 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 


360 


work.  A  taxpayer  claiming  a  deduction  under  this  section 
shall  submit  such  proof  that  he  is  a  disabled  individual  as  the 
Secretary  of  the  Treasury  or  his  delegate  may  by  regulations 
prescribe.  The  regulations  so  prescribed  shall  include  the 
following  provisions: 

“(1)  Proof  of  disability  shall  be  certified  by  a 
physician  authorized  to  do  so  by  any  county  (or  equiva¬ 
lent)  medical  society. 

“(2)  The  certifying  physician  shall  specify  the 
nature,  cause,  and  physically  limiting  effects  of  the 
disability.” 

(b)  Technical  Amendment — The  table  of  sections 
for  part  VII  of  subchapter  B  of  chapter  1  (as  amended  by 
section  213(a)(2)  of  this  Act)  is  further  amended  by  strik¬ 
ing  out — 


11  Sec.  219.  Cross  references 

and  inserting  in  lieu  thereof  the  following: 

uSec.  219.  Transportation  of  disabled,  individual  to  and 
from  work. 

uSec.  220.  Cross  references 

(c)  Effective  Date. — The  amendments  made  by  this 
section  shall  apply  only  with  respect  to  taxable  years  ending 
after  the  date  of  the  enactment  of  this  Act. 
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(201  )S£C.  246.  ADDITIONAL  PERSONAL  EXEMPTIONS 

FOR  DISABILITY. 

(a)  In  Genera  l. — Section  131  (relating  to  allowance 
of  deductions  for  personal  exemptions)  is  amended  by  adding 
at  the  end  thereof  the  following  new  subsection: 

“(f)  Additional  Exemptions  for  Disability . — 
“( 1 )  For  taxpayer. — An  additional  exemption  of 
$600  for  the  taxpayer  if  lie  is  a  disabled  individual. 

“(2)  For  spouse. — An  additional  exemption  of 
$600  for  the  spouse  of  the  taxpayer  if  the  spouse  is  a 
disabled  individual  and  if  the  taxpayer  is  entitled  to  an 
exemption  under  subsection  (b)  for  such  spouse. 

“(3)  Disabled  individual  defined. — The  term 
1 disabled  individual'  means  an  individual  who,  during 
the  entire  taxable  year  of  the  taxpayer,  has  a  permanent 
loss  or  permanent  loss  of  use  of  one  or  more  of  the 
extremities,  or  is  otherwise  under  a  physical  or  mental 
disability  which  can  be  expected  to  result  in  death  or 
to  be  of  long-continued  and  indefinite  duration  and 
which  renders  him  unable  to  engage  in  any  substantial 
gainful  activity.  .4  taxpayer  claiming  a  deduction  un¬ 
der  this  subsection  shall  submit  such  proof  that  he  ( or 
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his  spouse)  is  a  disabled  individual  as  the  Secretary 
of  the  Treasury  or  his  delegate  may  by  regulations  pre¬ 
scribe.  The  regulations  so  prescribed  shall  include  the 
foil ow iny  provisions : 

“(A)  Proof  o I  disability  shall  be  certified  by  a 
physician  authorized  to  do  so  by  any  county  (or 


e([uivalent)  medical  society. 

“(B)  The  certify  iny  physician  shall  specify  the 
nature,  cause,  and  physically  limiting  effects  of  the 
disability .” 


(b)  Conforming  Amendment.— Section  213(c)  (re¬ 
lating  to  medical,  dental ,  etc.,  expenses)  is  amended — 

U)  by  striking  out  “( c)  or  (d)“  and  inserting  in 
lieu  thereof  “(c),  (d),  or  (f)”,  and 

( 2)  by  striking  out  “aye  or  blindness”  and  insert¬ 
ing  in  lieu  thereof  “age,  blindness,  or  disability’. 

(c)  Withholding. — 

(1)  Paragraph  (1)  of  section  3402  ( f )  (relating  to 
withholding  exemptions)  is  amended  by  adding  at  the 
end  thereof  the  following  new  subparagraph : 

“(F)  one  additional  exemption  for  himself  if, 
on  the  basis  of  facts  existing  at  the  beginning  of 
such  day,  there  may  reasonably  be  expected  to  be 
allowable  an  exemption,  under  section  151(f)(1) 
(relating  to  the  disabled)  for  the  taxable  year  under 
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subtitle  A  in  respect  of  which  amounts  deducted  and 
withheld  under  this  chapter  in  the  calendar  pear  hi 
which  such  day  falls  are  allowed  as  a  credit .” 

(2)  Subparagraph  (D)  of  such  paragraph  (1)  is 
amended  (A)  by  striking  out  “(B),  or  (C),”  and,  in¬ 
serting  in  lieu  thereof  “(B),  (C),  or  (F)”,  and 
(B )  by  striking  out  “ and ”  at  the  end  thereof. 

(3)  Subparagraph  (E )  of  such  paragraph  (l)  is 
amended  by  striking  out  the  period  at  the  end  and  in¬ 
serting  in  lieu  thereof  “ ;  and” . 

(d)  Effective  Date. — The  amendments  made  by  sub¬ 
sections  (a)  and  (b)  shall  apply  only  with  respect  to  tax¬ 
able  years  ending  after  the  date  of  enactment  of  this  Act 
and  the  amendments  made  by  subsection  (c)  shall  apply 
only  with  respect  to  payment  of  wages  made  after  such  date. 
(202 )SEC.  247.  TIME  FOR  FILING  CLAIM  FOR  REFUND  OF 

TAXES  PAID  FOR  GASOLINE  USED  ON 
FARMS. 

Section  6420(b)  (relating  to  time  for  filing  claim  for 
refund  on  taxes  paid  for  gasoline  used  on  farms)  is  amended 
by  inserting  immediately  before  the  period  in  the  second 
sentence  thereof  the  following:  except  that  the  Secre¬ 

tary  or  his  delegate  may  allow  a  claim  filed  after  such  date 
if  the  claimant  had  good  cause  for  failing  to  file  on  or  before 
such  date” . 
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(203)S£C.  248.  FACILITIES  TO  CONTROL  WATER  OR  AIR 

POLLUTION. 


(a)  In  General. — Section  46(c)  (relating  to  defini¬ 
tion  of  qualified  investment  for  purposes  of  investment  credit 
in  certain  depreciable  property)  is  amended  by  adding  after 
paragraph  (4)  thereof  the  following  new  paragraph: 

“(o)  Facilities  to  con  trot  water  and  air 


POLLUTION. — 

“(A)  In  the  case  of  section  38  property  which 
consists  of  facilities  or  equipment  to  control  water  or 
air  pollution,  the  amount  of  the  qualified  investment 
shall  be  twice  the  amount  determined  under  para¬ 
graph  (1). 

‘'(B)  For  purposes  of  subparagraph  (A),  the 
term  ‘ facilities  or  equipment  to  control  water  pol¬ 
lution’  means  a  facility  or  equipment  used  to  control 
water  pollution  by  removing,  altering,  or  disposing 
of  wastes  from  any  type  of  manufacturing  or  mining 
process,  including  the  necessary  intercepting  sewers, 
outfall  sewers,  pumping,  power,  and  other  equip¬ 
ment,  and  their  appurtenances. 

“(C)  For  purposes  of  subparagraph  (A),  the 
term  ‘ facilities  or  equipment  to  control  air  pollution ’ 
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means  a  facility  or  equipment  used  to  control  atmos¬ 
pheric  pollution  or  contamination  hy  removing, 
altering,  or  disposing  of  atmospheric  pollutants  and 
contaminants  from  any  type  of  manufacturing  or 
mining  process 

(b)  Effective  Date . — The  amendment  made  by  sub¬ 
section  (a)  shall  apply  to  taxable  years  beginning  after 
December  31,  1963. 

Title  III — Optional  Tax  On  Individuals; 
Collection  Of  Income  Tax  At  Source 
On  Wages 

SEC.  301.  OPTIONAL  TAX  IF  ADJUSTED  GROSS  INCOME  IS 
LESS  THAN  $5,000. 

(a)  Optional  Tax. — Section  3  (relating  to  optional 
tax  if  adjusted  gross  income  is  less  than  $5,000)  is  amended 
to  read  as  follows: 

“SEC.  3.  OPTIONAL  TAX  IF  ADJUSTED  GROSS  INCOME  IS 
LESS  THAN  $5,000. 

“  (a)  Taxable  Years  Beginning  In  1964.— In  lieu 
of  the  tax  imposed  hy  section  1,  there  is  hereby  imposed  for 
each  taxable  year  beginning  on  or  after  January  1,  1964, 
and  before  January  1,  1965,  on  the  taxable  income  of  every 
individual  whose  adjusted  gross  income  for  such  year  is  less 
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1  than  $5,000  and  who  has  elected  for  such  year  to  pay 

2  tax  imposed  by  this  section,  a  tax  as  follows : 

“Table  I — Single  Person — NOT  Head  of  Household 

“Taxable  Years  Beginning  in  1964 


If  adjusted  gross 
income  is — 

And  the  number  of 
exemptions  is — 

If  adjusted  gross 
income  is — 

And  the  number  of  exemptions  is — 

At 

least 

But  less 
than 

1 

2 

3 

4  or 
more 

1 

At 

least 

Bu  t  less 
than 

1 

2 

3 

4 

5 

6 

7  or 
more 

The  tax  is- 

The  tax  is — 

$0 

$900 

$0 

$0 

$0 

$0 

$2, 450 

$2, 475 

$261 

$140 

$26 

$0 

$0 

$0 

$0 

900 

925 

2 

0 

0 

0 

2,475 

2,500 

266 

144 

30 

0 

0 

0 

0 

925 

950 

6 

0 

0 

0 

2,500 

2,525 

270 

148 

34 

0 

0 

0 

0 

950 

975 

10 

0 

0 

0 

2,525 

2,550 

275 

152 

38 

0 

0 

0 

0 

975 

1,000 

14 

0 

0 

0 

2, 550 

2, 575 

279 

156 

42 

0 

0 

0 

0 

1,000 

1,025 

18 

0 

0 

0 

2,575 

2.600 

284 

160 

46 

0 

0 

0 

o 

1,025 

1,050 

22 

0 

0 

0 

2,600 

2,625 

288 

165 

50 

0 

0 

0 

o 

1,050 

1,075 

26 

0 

0 

0 

2, 625 

2, 650 

293 

169 

54 

0 

0 

0 

o 

1,075 

1,100 

30 

0 

0 

0 

2, 650 

2, 675 

297 

173 

58 

0 

0 

0 

0 

1,100 

1,125 

34 

0 

0 

0 

2, 675 

2,700 

302 

178 

62 

0 

0 

0 

0 

1, 125 

1,150 

38 

0 

0 

0 

2, 700 

2, 725 

306 

182 

66 

0 

0 

0 

o 

1, 150 

1,175 

42 

0 

0 

0 

2,725 

2, 750 

311 

187 

70 

0 

0 

0 

o 

1, 175 

1,200 

46 

0 

0 

0 

2,750 

2, 775 

315 

191 

74 

0 

0 

0 

0 

1,200 

1,225 

50 

0 

0 

0 

2,775 

2,800 

320 

195 

78 

0 

0 

0 

o 

1,225 

1,250 

54 

0 

0 

0 

2,800 

2,825 

324 

200 

82 

0 

0 

0 

o 

1,250 

1,275 

58 

0 

0 

0 

2,825 

2, 850 

329 

204 

86 

0 

0 

0 

0 

1,275 

1,300 

62 

0 

0 

0 

2,850 

2,875 

333 

208 

90 

0 

0 

0 

o 

1,300 

1,325 

66 

0 

0 

0 

2, 875 

2,900 

338 

213 

94 

0 

0 

0 

o 

1,325 

1,350 

70 

0 

0 

0 

2,900 

2,925 

343 

217 

99 

0 

0 

0 

o 

1,  35U 

1,375 

74 

0 

0 

0 

2, 925 

2,950 

348 

222 

103 

0 

0 

0 

o 

1,375 

1,400 

78 

0 

0 

0 

2,950 

2,975 

353 

226 

107 

0 

0 

0 

o 

1,400 

1,425 

82 

0 

0 

0 

2,975 

3,000 

358 

230 

111 

0 

0 

0 

o 

1, 425 

1, 450 

86 

0 

0 

0 

3,000 

3, 050 

365 

237 

117 

0 

0 

o 

1, 450 

1,475 

90 

0 

0 

0 

3,050 

3,100 

374 

246 

125 

12 

0 

0 

o 

1, 475 

1,500 

94 

0 

0 

0 

3, 100 

3, 150 

383 

255 

134 

20 

0 

0 

o 

1, 500 

1,525 

99 

0 

0 

0 

3,150 

3,200 

392 

264 

142 

28 

0 

0 

o 

1, 525 

1,550 

103 

0 

0 

0 

3,200 

3,250 

401 

273 

150 

36 

0 

0 

o 

1, 550 

1, 575 

107 

0 

0 

0 

3,250 

3,300 

410 

282 

158 

44 

0 

0 

o 

1, 575 

1,600 

111 

0 

0 

0 

3, 300 

3,350 

419 

291 

167 

52 

0 

0 

o 

1,600 

1,625 

115 

2 

0 

0 

3, 350 

3, 400 

428 

300 

176 

60 

0 

o 

1, 625 

1,650 

119 

6 

0 

0 

3, 400 

3.450 

437 

309 

184 

68 

0 

0 

o 

1, 650 

1,675 

123 

10 

0 

0 

3,450 

3,500 

446 

318 

193 

76 

0 

o 

o 

1,675 

1.700 

127 

14 

0 

0 

3.  500 

3,  550 

455 

327 

202 

84 

0 

o 

o 

1,700 

1,725 

132 

18 

0 

0 

3,  550 

3, 600 

464 

336 

211 

92 

0 

0 

o 

1,725 

1,750 

136 

22 

0 

0 

3,600 

3,  650 

473 

345 

219 

101 

0 

0 

o 

1,750 

1.775 

140 

26 

0 

0 

3, 650 

3,  700 

482 

355 

228 

109 

0 

0 

o 

1,775 

1,800 

144 

30 

0 

0 

3,  700 

3.  750 

491 

365 

237 

117 

4 

0 

o 

1,800 

1,825 

148 

34 

0 

0 

3,750 

3,  800 

500 

375 

246 

125 

12 

0 

0 

1, 825 

1,850 

152 

38 

0 

0 

3. 800 

3,  850 

509 

385 

255 

134 

20 

0 

o 

1,  850 

1,875 

156 

42 

0 

0 

3,  850 

3,  900 

518 

395 

264 

142 

28 

0 

o 

1.  875 

1,900 

160 

46 

0 

0 

3, 900 

3,  950 

527 

405 

273 

150 

36 

0 

o 

1,  900 

1.925 

165 

50 

0 

0 

3,  950 

4, 000 

536 

415 

282 

158 

44 

0 

o 

1, 925 

1,950 

169 

54 

0 

0 

4, 000 

4,  050 

545 

425 

291 

167 

52 

0 

o 

1,  950 

1,975 

173 

58 

0 

0 

4, 050 

4, 100 

554 

434 

300 

176 

60 

0 

o 

1,  975 

2,000 

178 

62 

0 

0 

4,  100 

4, 150 

563 

443 

309 

184 

68 

0 

o 

2, 000 

2, 025 

182 

66 

0 

0 

4,150 

4.200 

572 

452 

318 

193 

76 

0 

o 

2,025 

2, 050 

187 

70 

0 

0 

4,200 

4.  250 

581 

461 

327 

202 

84 

o 

o 

2, 050 

2,075 

191 

74 

0 

0 

4.  250 

4, 300 

590 

470 

336 

211 

92 

0 

o 

2,075 

2. 100 

195 

78 

0 

0 

4,  300 

4, 350 

599 

479 

345 

219 

101 

0 

o 

2, 100 

2, 125 

200 

82 

0 

0 

4,350 

4,  400 

608 

488 

355 

228 

109 

o 

o 

2, 1 25 

2, 150 

204 

86 

0 

0 

4,  400 

4,  450 

617 

497 

365 

237 

117 

4 

o 

2, 150 

2. 175 

208 

90 

0 

0 

4,  450 

4,500 

626 

506 

375 

2.j 

125 

12 

o 

2, 1  /5 

2,  200 

213 

94 

0 

0 

4,  500 

4.  550 

635 

515 

385 

255 

134 

20 

o 

2,  200 

2,  225 

217 

99 

0 

0 

4,  550 

4,  600 

644 

524 

395 

264 

142 

28 

o 

2,  225 

2,  250 

222 

103 

0 

0 

4,600 

4,  650 

653 

533 

405 

273 

150 

36 

o 

2,  250 

2,  275 

226 

107 

0 

0 

4,  650 

4,  700 

662 

542 

415 

282 

158 

44 

o 

2,  27  5 

2, 300 

230 

111 

0 

0 

4,700 

4,750 

671 

551 

425 

291 

167 

52 

o 

2,  300 

2, 325 

235 

115 

2 

0 

4,  750 

4,800 

680 

560 

435 

300 

176 

60 

o 

2,  325 

2,  350 

239 

119 

6 

0 

4,800 

4,850 

689 

569 

445 

309 

184 

68 

o 

2, 350 

2, 375 

243 

123 

10 

0 

4,  850 

4,900 

698 

578 

455 

318 

193 

76 

o 

2,375 

2.  400 

248 

127 

14 

0 

4,900 

4,950 

707 

587 

465 

327 

202 

84 

o 

2,  400 
2,425 

2,  425 

2,  450 

252 

257 

132 

136 

18 

22 

0 

0 

4.  950 

5,000 

716 

596 

475 

336 

211 

92 

0 

3912 


367 

“Table  II— Head  of  Household 

“Taxable  Years  Beginning  in  1964 


If  adjusted  gross 
income  is — 

And  the  number  of 
exemptions  is — 

If  adjusted  gross 
income  is — 

And  the  number  of  exemptions  is — 

At 

least 

Bu  t  less 
than 

1 

2 

3 

4  or 
more 

At 

least 

But  less 
than 

1 

2 

3 

4 

5 

6 

7  or 
more 

The  tax  is — 

The  tax  is — 

$0 

$900 

$0 

$0 

$0 

$0 

$2,  450 

$2,  475 

$258 

$138 

$26 

$0 

$0 

$0 

$0 

900 

925 

2 

0 

0 

0 

2, 475 

2,  500 

263 

142 

30 

0 

0 

0 

0 

925 

950 

6 

0 

0 

0 

2,  500 

2,  525 

267 

146 

34 

0 

0 

0 

0 

950 

975 

10 

0 

0 

0 

2, 525 

2,  550 

272 

150 

38 

0 

0 

0 

0 

975 

1,000 

14 

0 

0 

0 

2,  550 

2,  575 

276 

154 

42 

0 

0 

0 

0 

1,000 

1,025 

18 

0 

0 

0 

2,  575 

2,600 

280 

158 

46 

0 

0 

0 

0 

1,025 

1,050 

22 

0 

0 

0 

2,600 

2,  625 

285 

162 

50 

0 

0 

0 

0 

1,050 

1,075 

26 

0 

0 

0 

2,  625 

2,  650 

289 

167 

54 

0 

0 

0 

0 

1,  075 

1, 100 

30 

0 

0 

0 

2,  650 

2, 675 

293 

171 

58 

0 

0 

0 

0 

1, 100 

1, 125 

34 

0 

0 

0 

2, 675 

2,700 

298 

175 

62 

0 

0 

0 

0 

1, 125 

1, 150 

38 

0 

0 

0 

2,700 

2, 725 

302 

180 

66 

0 

0 

0 

0 

1, 150 

1, 175 

42 

0 

0 

0 

2,  725 

2,  750 

307 

184 

70 

0 

0 

0 

0 

1,  175 

1,200 

46 

0 

0 

0 

2,  750 

2,  775 

311 

188 

74 

0 

0 

0 

0 

1,200 

1,225 

50 

0 

0 

0 

2,  775 

2,800 

315 

193 

78 

0 

0 

0 

0 

1,225 

1,250 

54 

0 

0 

0 

2,800 

2,  825 

320 

197 

82 

0 

0 

0 

0 

1,250 

1,275 

58 

0 

0 

0 

2,  825 

2,  850 

324 

202 

86 

0 

0 

0 

0 

1.  275 

1,300 

62 

0 

0 

0 

2,  850 

2,875 

328 

206 

90 

0 

0 

0 

0 

1,300 

1,325 

66 

0 

0 

0 

2,  875 

2,900 

333 

210 

94 

0 

0 

0 

0 

1.325 

1,  350 

70 

0 

0 

0 

2,  900 

2,  925 

337 

215 

98 

0 

0 

0 

0 

1,  350 

1,375 

74 

0 

0 

0 

2,  925 

2,  950 

342 

219 

102 

0 

0 

0 

0 

1,375 

1,400 

78 

0 

0 

0 

2, 950 

2,  975 

347 

223 

106 

0 

0 

0 

0 

1,400 

1,425 

82 

0 

0 

0 

2,975 

3,000 

352 

228 

110 

0 

0 

0 

0 

1,425 

1, 450 

86 

0 

0 

0 

3,000 

3,  050 

358 

234 

116 

4 

0 

0 

0 

1,450 

1,475 

90 

0 

0 

0 

3, 050 

3,  100 

367 

243 

124 

12 

0 

0 

0 

1,475 

1,500 

94 

0 

0 

0 

3, 100 

3, 150 

375 

252 

132 

20 

0 

0 

0 

1,  500 

1,525 

98 

0 

0 

0 

3,150 

3, 200 

384 

261 

140 

28 

0 

0 

0 

1,525 

1,  550 

102 

0 

0 

0 

3,200 

3,  250 

392 

269 

148 

36 

0 

0 

0 

1,550 

1,575 

106 

0 

0 

0 

3,  250 

3,300 

401 

278 

156 

44 

0 

0 

0 

1,  575 

1,  600 

110 

0 

0 

0 

3.  300 

3,  350 

410 

287 

164 

52 

0 

0 

0 

1,600 

1,  625 

114 

2 

0 

0 

3.  350 

3,400 

418 

296 

173 

60 

0 

0 

0 

1,625 

1,  650 

118 

6 

0 

0 

3,  400 

3,  450 

427 

304 

182 

68 

0 

0 

0 

1,650 

1,675 

122 

10 

0 

0 

3,450 

3.500' 

435 

313 

191 

76 

0 

0 

0 

1,675 

1,700 

126 

14 

0 

0 

3,  500 

3,550 

444 

322 

199 

84 

0 

0 

0 

1,700 

1,725 

130 

18 

0 

0 

3,  550 

3.  600 

452 

331 

208 

92 

0 

0 

0 

1,725 

1,750 

134 

22 

0 

0 

3.600 

3,  650 

461 

340 

217 

100 

0 

0 

0 

1,750 

1,775 

138 

26 

0 

0 

3,  650 

3.  700 

469 

349 

226 

108 

0 

0 

0 

1,775 

1,800 

142 

30 

0 

0 

3,  700 

3,  750 

478 

359 

234 

116 

4 

0 

0 

1,800 

1,825 

146 

34 

0 

0 

3,  750 

3,  800 

487 

368 

243 

124 

12 

0 

0 

1,825 

1,850 

150 

38 

0 

0 

3.800 

3,  850 

495 

378 

252 

132 

20 

0 

0 

1.850 

1,875 

154 

42 

0 

0 

3.  850 

3,900 

504 

387 

261 

140 

28 

0 

0 

1,875 

1,900 

158 

46 

0 

0 

3,  900 

3.  950 

512 

397 

269 

148 

36 

0 

0 

1,900 

1,925 

162 

50 

0 

0 

3,  950 

4,  000 

521 

406 

278 

156 

44 

0 

0 

1,925 

1,950 

167 

54 

0 

0 

4, 000 

4, 050 

529 

415 

287 

164 

52 

0 

0 

1,950 

1,975 

171 

58 

0 

0 

4,050 

4, 100 

538 

424 

296 

173 

60 

0 

0 

1,975 

2, 000 

175 

02 

0 

0 

4, 100 

4,  150 

546 

432 

304 

182 

68 

0 

0 

2,000 

2, 025 

180 

66 

0 

0 

4,  150 

4.200 

555 

441 

313 

191 

76 

0 

0 

2. 025 

2,050 

184 

70 

0 

0 

4,  200 

4,  250 

563 

449 

322 

199 

84 

0 

0 

2,050 

2,075 

188 

74 

0 

0 

4,250 

4,  300 

572 

458 

331 

208 

92 

0 

0 

2,075 

2, 100 

193 

78 

0 

0 

4,300 

4,  350 

581 

467 

340 

217 

100 

0 

0 

2. 100 

2, 125 

197 

82 

0 

0 

4,350 

4.  400 

589 

475 

349 

226 

108 

0 

0 

2,125 

2.150 

202 

86 

0 

0 

4,  400 

4  450 

598 

484 

359 

234 

116 

4 

0 

2,150 

2. 175 

206 

90 

0 

0 

4,450 

4,  500 

606 

492 

368 

243 

124 

12 

0 

2, 175 

2,  200 

210 

94 

0 

0 

4,500 

4,  550 

615 

501 

378 

252 

132 

20 

0 

2,200 

2,225 

215 

98 

0 

0 

4,550 

4.  600 

623 

509 

387 

261 

140 

28 

0 

2,225 

2,  250 

219 

102 

0 

0 

4,  600 

4,  650 

632 

518 

397 

269 

148 

36 

0 

2,  250 

2.275 

223 

106 

0 

0 

4,650 

4,700 

640 

526 

406 

278 

156 

44 

0 

2,  275 

2,300 

228 

110 

0 

0 

4,  700 

4,  750 

649 

535 

416 

287 

164 

52 

0 

2, 300 

2,325 

232 

114 

2 

0 

4,  750 

4,  800 

658 

544 

425 

296 

173 

60 

0 

2.  325 

2,350 

237 

118 

6 

0 

4,800 

4,  850 

666 

552 

435 

304 

182 

68 

0 

2, 350 

2,375 

241 

122 

10 

0 

4,  850 

4,900 

675 

561 

444 

313 

191 

76 

0 

2,  375 

2,400 

245 

126 

14 

0 

4,900 

4,  950 

683 

569 

454 

322 

199 

84 

0 

2.  400 

2,  425 

250 

130 

18 

0 

4,950 

5, 000 

692 

578 

463 

331 

208 

92 

0 

2,  425 

2,450 

254 

134 

22 

0 

3913 


368 


“Table  III — Married  Persons  Filing  JOINT  Returns 

“Taxable  Years  Beginning  in  1964 


If  adjas 
incon 

ted  gross 
se  Is — 

And  the  number  of 
exemptions  is — 

If  adjusted  gross 
income  is — 

And  the  number  of  exemptions  is — 

At  least 

But  less 
than 

2 

3 

4  or 
more 

At  least 

But  less 
than 

2 

3 

4 

5 

6 

7  or 
more 

The  tax  is — 

The  tax  is — 

$0 

$1,600 

$0 

$0 

$0 

$2,800 

$2,825 

$195 

$82 

$0 

$0 

$0 

$0 

1,600 

1,625 

2 

0 

0 

2,825 

2,850 

199 

86 

0 

0 

0 

0 

1,625 

1,650 

6 

0 

0 

2, 850 

2,  875 

203 

90 

0 

0 

0 

0 

1, 650 

1,675 

10 

0 

0 

2, 875 

2,  900 

207 

94 

0 

0 

0 

0 

1,675 

1,700 

14 

0 

0 

2,900 

2,925 

212 

98 

0 

0 

0 

0 

1,700 

1,725 

18 

0 

0 

2, 925 

2, 950 

216 

102 

0 

0 

0 

0 

1,725 

1,750 

22 

0 

0 

2, 950 

2, 975 

220 

106 

0 

0 

0 

0 

1,750 

1,775 

26 

0 

0 

2,  975 

3,000 

224 

110 

0 

0 

0 

0 

1, 775 

1,800 

30 

0 

0 

3,000 

3,050 

230 

116 

4 

0 

0 

0 

1,800 

1,825 

34 

0 

0 

3,050 

3,100 

238 

124 

12 

0 

0 

0 

1,825 

1,850 

38 

0 

0 

3, 100 

3, 1,50 

247 

132 

20 

0 

0 

0 

1,850 

1,875 

42 

0 

0 

3, 150 

3,200 

255 

140 

28 

0 

0 

0 

1,875 

1,900 

46 

0 

0 

3,200 

3, 250 

263 

148 

36 

0 

0 

0 

1,900 

1,925 

50 

0 

0 

3,  250 

3,300 

271 

156 

44 

0 

0 

o 

1,925 

1,950 

54 

0 

0 

3,300 

3, 350 

280 

164 

52 

0 

0 

0 

1,950 

1,975 

58 

0 

0 

3, 350 

3,400 

288 

172 

60 

0 

0 

0 

1,975 

2,000 

62 

0 

0 

3,  400 

3,450 

296 

181 

68 

0 

0 

0 

2,000 

2,025 

66 

0 

0 

3,  450 

3,500 

304 

189 

76 

0 

0 

0 

2,025 

2, 050 

70 

0 

0 

3,  500 

3,  550 

313 

197 

84 

0 

0 

0 

2,050 

2, 075 

74 

0 

0 

3,  550 

3,600 

321 

205 

92 

0 

o 

0 

2,075 

2, 100 

78 

0 

0 

3,600 

3,650 

329 

214 

100 

0 

0 

0 

2, 100 

2, 125 

82 

0 

0 

3,650 

3, 700 

338 

222 

108 

0 

0 

0 

2, 125 

2, 150 

86 

0 

0 

3,  700 

3,  750 

347 

230 

116 

4 

0 

0 

2, 150 

2,175 

90 

0 

0 

3,  750 

3,800 

356 

238 

124 

12 

0 

0 

2,175 

2,200 

94 

0 

0 

3,  800 

3,850 

364 

247 

132 

20 

0 

0 

2,200 

2,225 

98 

0 

0 

3,850 

3,900 

373 

255 

140 

28 

0 

0 

2,225 

2, 250 

102 

0 

0 

3,900 

3, 950 

382 

263 

148 

36 

0 

0 

2, 250 

2, 275 

106 

0 

0 

3,950 

4,000 

391 

271 

156 

44 

0 

0 

2, 275 

2, 300 

110 

0 

0 

4, 000 

4,050 

399 

280 

164 

52 

0 

o 

2, 300 

2, 325 

114 

2 

0 

4,050 

4, 100 

407 

288 

172 

60 

0 

0 

2,325 

2, 350 

118 

6 

0 

4,  100 

4,150 

415 

296 

181 

68 

0 

o 

2,350 

2, 375 

122 

10 

0 

4.  150 

4,200 

423 

304 

189 

76 

0 

0 

2,375 

2,400 

126 

14 

0 

4,200 

4,250 

430 

313 

197 

84 

0 

o 

2,  400 

2, 425 

130 

18 

0 

4,250 

4,300 

438 

321 

205 

92 

0 

o 

2,425 

2,  450 

134 

22 

0 

4,300 

4, 350 

446 

329 

214 

100 

0 

o 

2,450 

2,475 

138 

26 

0 

4, 350 

4,400 

454 

338 

222 

108 

0 

0 

2, 475 

2,500 

142 

30 

0 

4,400 

4,  450 

462 

347 

230 

116 

4 

0 

2,500 

2, 525 

146 

34 

0 

4,450 

4,  500 

470 

356 

238 

124 

12 

0 

2, 525 

2, 550 

150 

38 

0 

4, 500 

4,550 

478 

364 

247 

132 

20 

0 

2,550 

2,  575 

154 

42 

0 

4,  550 

4,600 

486 

373 

255 

140 

28 

0 

2, 575 

2,600 

158 

46 

0 

4,600 

4,650 

493 

382 

263 

148 

36 

0 

2,600 

2,625 

162 

50 

0 

4,650 

4,  700 

501 

391 

271 

156 

44 

o 

2,625 

2,650 

166 

54 

0 

4,  700 

4,750 

509 

399 

280 

164 

52 

0 

2,  650 

2,675 

170 

58 

0 

4,  750 

4,800 

518 

408 

288 

172 

60 

o 

2,675 

2, 700 

174 

62 

0 

4,800 

4,850 

526 

417 

296 

181 

68 

0 

2, 700 

2, 725 

179 

66 

0 

4,850 

4, 900 

534 

426 

304 

189 

76 

0 

2,725 

2, 750 

183 

70 

0 

4,900 

4,950 

542 

434 

313 

197 

84 

0 

2, 750 

2, 775 

187 

74 

0 

4,950 

5,000 

550 

443 

321 

205 

92 

0 

2, 775 

2,800 

191 

78 

0 

3914 


369 


“Table  IV — Married  Persons  Filing  SEPARATE  Returns 

“10  PERCENT  STANDARD  DEDUCTION 


“Taxable  Years  Beginning  in  1964 


If  adjusted 
gross  Income  is— 

And  the  number  of 
exemptions  is — 

If  adjusted 
gross  income  is — 

And  the  number  of  exemptions  Is- 

At 

least 

But 

less 

than 

1 

2 

3 

4  or 
more 

At 

least 

But 

less 

than 

1 

2 

3 

4 

5 

6 

7 

8  or 
more 

The  tax  is- 

The  tax  is — 

$0 

$675 

$0 

$0 

$0 

$0 

$2, 325 

$2. 350 

$251 

$147 

$49 

$0 

$0 

$0 

$0 

$0 

675 

700 

3 

0 

0 

0 

2,350 

2, 375 

255 

150 

52 

0 

0 

0 

0 

0 

700 

725 

7 

0 

0 

0 

2, 375 

2,400 

259 

154 

56 

0 

0 

0 

0 

0 

725 

750 

10 

0 

0 

0 

2,400 

2,425 

263 

158 

59 

0 

0 

0 

0 

0 

750 

775 

14 

0 

0 

0 

2, 425 

2,450 

267 

161 

63 

0 

0 

0 

0 

0 

775 

800 

17 

0 

0 

0 

2, 450 

2,475 

271 

165 

67 

0 

0 

0 

0 

0 

800 

825 

21 

0 

0 

0 

2,475 

2,  500 

275 

169 

70 

0 

0 

0 

0 

0 

825 

850 

25 

0 

0 

0 

2,500 

2,525 

279 

173 

74 

0 

0 

0 

0 

0 

850 

875 

28 

0 

0 

0 

2,  525 

2,  550 

283 

177 

77 

0 

0 

0 

0 

0 

875 

900 

32 

0 

0 

0 

2, 550 

2,  575 

287 

181 

81 

0 

0 

0 

0 

0 

900 

925 

35 

0 

0 

0 

2,  575 

2,600 

291 

185 

85 

0 

0 

0 

0 

0 

925 

950 

39 

0 

0 

0 

2,600 

2,625 

295 

189 

88 

0 

0 

0 

0 

0 

950 

975 

43 

0 

0 

0 

2,625 

2,650 

299 

193 

92 

0 

0 

0 

0 

0 

975 

1,000 

46 

0 

0 

0 

2,650 

2,675 

303 

197 

96 

0 

0 

0 

0 

0 

1,000 

1,025 

50 

0 

0 

0 

2, 675 

2,700 

307 

201 

100 

3 

0 

0 

0 

0 

1,025 

1.050 

53 

0 

0 

0 

2, 700 

2,725 

311 

205 

103 

7 

0 

0 

0 

0 

1,050 

1,075 

57 

0 

0 

0 

2,725 

2,750 

315 

209 

107 

10 

0 

0 

0 

0 

1,075 

1, 100 

61 

0 

0 

0 

2,  750 

2,775 

320 

213 

111 

14 

0 

0 

0 

0 

1,100 

1,125 

64 

0 

0 

0 

2,  775 

2,800 

324 

217 

114 

17 

0 

0 

0 

0 

1,125 

1,150 

68 

0 

0 

0 

2,800 

2,825 

328 

220 

118 

21 

0 

0 

0 

0 

1,150 

1,175 

71 

0 

0 

0 

2,825 

2,850 

332 

224 

122 

25 

0 

0 

0 

0 

1,175 

1,200 

75 

0 

0 

0 

2,850 

2,875 

336 

228 

126 

28 

0 

0 

0 

0 

1,200 

1,225 

79 

0 

0 

0 

2,875 

2,900 

340 

232 

129 

32 

0 

0 

0 

0 

1,225 

1,250 

82 

0 

0 

0 

2,900 

2.925 

344 

236 

133 

35 

0 

0 

0 

0 

1,250 

1,275 

86 

0 

0 

0 

2, 925 

2, 950 

349 

240 

137 

39 

0 

0 

0 

0 

1,275 

1,300 

90 

0 

0 

0 

2,950 

2,975 

353 

244 

140 

43 

0 

0 

0 

0 

1,300 

1,325 

93 

0 

0 

0 

2,975 

3,000 

358 

248 

144 

46 

0 

0 

0 

0 

1,325 

1,350 

97 

1 

0 

0 

3, 000 

3,050 

365 

254 

150 

52 

0 

0 

0 

0 

1,350 

1,375 

101 

4 

0 

0 

3, 050 

3, 100 

374 

262 

157 

59 

0 

0 

0 

0 

1,375 

1,400 

105 

8 

0 

0 

3, 100 

3,150 

383 

270 

165 

66 

0 

0 

0 

0 

1,400 

1,425 

108 

11 

0 

0 

3, 150 

3,200 

392 

278 

173 

73 

0 

0 

0 

0 

1,425 

1,450 

112 

15 

0 

0 

3,200 

3, 250 

401 

286 

180 

80 

0 

0 

0 

0 

1,450 

1,475 

116 

19 

0 

0 

3, 250 

3,300 

410 

295 

188 

88 

0 

0 

0 

0 

1,475 

1,500 

119 

22 

0 

0 

3, 300 

3,350 

419 

303 

196 

95 

0 

0 

0 

0 

1,500 

1,525 

123 

26 

0 

0 

3, 350 

3, 400 

428 

311 

204 

103 

6 

0 

0 

0 

1,525 

1,550 

127 

29 

0 

0 

3, 400 

3,450 

437 

319 

212 

110 

13 

0 

0 

0 

1,550 

1,575 

131 

33 

0 

0 

3, 450 

3,  500 

446 

327 

220 

118 

20 

0 

0 

0 

1,575 

1,600 

134 

37 

0 

0 

3, 500 

3, 550 

455 

335 

228 

125 

28 

0 

0 

0 

1,600 

1,625 

138 

40 

0 

0 

3,  550 

3,  600 

464 

344 

236 

132 

35 

0 

0 

0 

1,625 

1,650 

142 

44 

0 

0 

3, 600 

3, 650 

473 

353 

243 

140 

42 

0 

0 

0 

1,650 

1,675 

145 

47 

0 

0 

3, 650 

3, 700 

482 

362 

251 

147 

49 

0 

0 

0 

1,675 

1,700 

149 

51 

0 

0 

3, 700 

3,  750 

491 

371 

259 

155 

56 

0 

0 

0 

1,  700 

1, 725  ' 

153 

55 

0 

0 

3, 750 

3,  800 

500 

380 

268 

162 

64 

0 

0 

0 

1, 725 

1,750 

157 

58 

0 

0 

3, 800 

3, 850 

509 

389 

276 

170 

71 

0 

0 

0 

1,750 

1,775 

160 

62 

0 

0 

3, 850 

3, 900 

518 

398 

284 

178 

78 

0 

0 

0 

1,775 

1,800 

164 

65 

0 

0 

3,900 

3,950 

527 

407 

292 

186 

85 

0 

0 

0 

1,800 

1, 825 

168 

69 

0 

0 

3, 950 

4,000 

536 

416 

300 

194 

93 

0 

0 

0 

1,825 

1,850 

172 

73 

0 

0 

4,  000 

4,050 

545 

425 

308 

201 

100 

4 

0 

0 

1,850 

1,875 

176 

76 

0 

0 

4, 050 

4, 100 

554 

434 

316 

209 

108 

11 

0 

0 

1,875 

1,900 

ISO 

80 

0 

0 

4, 100 

4, 150 

563 

443 

324 

217 

115 

18 

0 

0 

1, 900 

1,925 

184 

84 

0 

0 

4, 150 

4,200 

572 

452 

332 

225 

122 

25 

0 

0 

1,925 

1,950 

188 

87 

0 

0 

4,200 

4, 250 

581 

461 

341 

233 

130 

32 

0 

0 

1,950 

1,975 

192 

91 

0 

0 

4,  250 

4, 300 

590 

470 

350 

241 

137 

40 

0 

0 

1,975 

2, 000 

196 

95 

0 

0 

4,300 

4, 350 

599 

479 

359 

249 

145 

47 

0 

0 

2,000 

2, 025 

199 

98 

2 

0 

4, 350 

4,400 

608 

488 

368 

257 

152 

54 

0 

0 

2,025 

2, 050 

203 

102 

5 

0 

4.  400 

4,450 

617 

497 

377 

265 

160 

61 

0 

0 

2, 050 

2,075 

207 

100 

9 

0 

4, 450 

4,  500 

626 

506 

386 

273 

167 

68 

0 

0 

2, 075 

2,100 

211 

109 

13 

0 

4,  500 

4,550 

635 

515 

395 

281 

175 

76 

0 

0 

2, 100 

2, 125 

215 

113 

16 

0 

4, 550 

4,600 

644 

524 

404 

289 

183 

83 

0 

0 

2, 125 

2, 150 

219 

117 

20 

0 

4,600 

4, 650 

653 

533 

413 

297 

191 

90 

0 

0 

2, 150 

2,175 

223 

121 

23 

0 

4,  650 

4,  700 

662 

542 

422 

305 

199 

98 

1 

0 

2,175 

2,200 

227 

124 

27 

0 

4,700 

4,  750 

671 

551 

431 

313 

207 

105 

8 

0 

2, 200 

2, 225 

231 

128 

31 

0 

4,  750 

4, 800 

680 

560 

440 

322 

215 

113 

16 

0 

2, 225 

2, 250 

235 

132 

34 

0 

4,800 

4, 850 

689 

569 

449 

330 

222 

120 

23 

0 

2, 25C 

2,275 

239 

135 

38 

0 

4,  850 

4,  900 

698 

578 

458 

338 

230 

127 

30 

0 

2, 275 

2, 300 

243 

139 

41 

0 

4,  900 

4, 950 

707 

587 

467 

347 

238 

135 

37 

0 

2,300 

2, 325 

247 

143 

45 

0 

4, 950 

5,000 

716 

696 

476 

356 

246 

142 

44 

0 
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“Table  V — Married  Persons  Filing  SEPARATE  Returns 

“MINIMUM  STANDARD  DEDUCTION 


‘Taxable  Years  Beginning  in  1964 


If  adjusted 
gross  income  is — 

And  the  number  of 
exemptions  is — 

If  adjusted 
gross  income  is — 

And  the  number  of  exemptions  is- 

At 

least 

But 

less 

than 

1 

2 

3 

4  or 
more 

At 

least 

But 

less 

than 

1 

2 

3 

4 

5 

6 

7 

8  or 
more 

The  tax  is — 

The  tax  is— 

$0 

$800 

$0 

$0 

$0 

$0 

$2,400 

$2,  425 

$270 

$148 

$34 

$0 

$0 

$0 

$0 

$0 

800 

825 

2 

0 

0 

0 

2, 425 

2,  450 

275 

152 

38 

0 

0 

0 

0 

0 

825 

850 

6 

0 

0 

0 

2,  450 

2,475 

279 

156 

42 

0 

0 

0 

0 

0 

850 

875 

10 

0 

0 

0 

2, 475 

2,500 

284 

160 

46 

0 

0 

0 

0 

0 

875 

900 

14 

0 

0 

0 

2,500 

2,  525 

288 

165 

50 

0 

0 

0 

0 

0 

900 

925 

18 

0 

0 

0 

2,525 

2,  550 

293 

169 

54 

0 

0 

0 

0 

0 

925 

950 

22 

0 

0 

0 

2,  550 

2,  575 

297 

173 

58 

0 

0 

0 

0 

0 

950 

975 

26 

0 

0 

0 

2,  575 

2,600 

302 

178 

62 

0 

0 

0 

0 

0 

975 

1,000 

30 

0 

0 

0 

2,600 

2,  625 

306 

182 

66 

0 

0 

0 

0 

0 

1,000 

1, 025 

34 

0 

0 

0 

2,625 

2,  650 

311 

187 

70 

0 

0 

0 

0 

0 

1,025 

1,050 

38 

0 

0 

0 

2,  650 

2,675 

315 

191 

74 

0 

0 

0 

0 

0 

1,050 

1,075 

42 

0 

0 

0 

2,675 

2,700 

320 

195 

78 

0 

0 

0 

0 

0 

1,075 

1, 100 

46 

0 

0 

0 

2,700 

2, 725 

324 

200 

82 

0 

0 

0 

0 

0 

1, 100 

1,125 

50 

0 

0 

0 

2,  725 

2,  750 

329 

204 

86 

0 

0 

0 

0 

0 

1, 125 

1,150 

54 

0 

0 

0 

2,750 

2,  775 

333 

208 

90 

0 

0 

0 

0 

0 

1,150 

1,175 

58 

0 

0 

0 

2,  775 

2,800 

338 

213 

94 

0 

0 

0 

0 

0 

1, 175 

1,200 

62 

0 

0 

0 

2,800 

2,825 

343 

217 

99 

0 

0 

0 

0 

0 

1,200 

1,225 

66 

0 

0 

0 

2,825 

2,  850 

348 

222 

103 

0 

0 

0 

0 

0 

1,225 

1,250 

70 

0 

0 

0 

2,  850 

2,  875 

353 

226 

107 

0 

0 

0 

0 

0 

1,250 

1,275 

74 

0 

0 

0 

2,875 

2,  900 

358 

230 

111 

0 

0 

0 

0 

0 

1,275 

1,300 

78 

0 

0 

0 

2,900 

2,925 

363 

235 

115 

2 

0 

0 

0 

0 

1,300 

1,325 

82 

0 

0 

0 

2, 925 

2,  950 

368 

239 

119 

6 

0 

0 

0 

0 

1,325 

1,350 

86 

0 

0 

0 

2,  950 

2,  975 

373 

243 

123 

10 

0 

0 

0 

0 

1,350 

1,375 

90 

0 

0 

0 

2,  975 

3,000 

378 

248 

127 

14 

0 

0 

0 

0 

1,375 

1,400 

94 

0 

0 

0 

3, 000 

3,050 

385 

255 

134 

20 

0 

0 

0 

0 

1,400 

1,425 

99 

0 

0 

0 

3, 050 

3, 100 

395 

264 

142 

28 

0 

0 

0 

0 

1,425 

1,450 

103 

0 

0 

0 

3, 100 

3,150 

405 

273 

150 

36 

0 

0 

0 

0 

1,450 

1,475 

107 

0 

0 

0 

3,150 

3, 200 

415 

282 

158 

44 

0 

0 

0 

0 

1,475 

1,500 

111 

0 

0 

0 

3,200 

3, 250 

425 

291 

167 

52 

0 

0 

0 

0 

1,500 

1,  525 

115 

2 

0 

0 

3,250 

3, 300 

435 

300 

176 

60 

0 

0 

0 

0 

1,525 

1,550 

119 

6 

0 

0 

3,300 

3, 350 

445 

309 

184 

68 

0 

0 

0 

0 

1,550 

1,  575 

123 

10 

0 

0 

3,350 

3,400 

455 

318 

193 

76 

0 

0 

0 

0 

1,575 

1,600 

127 

14 

0 

0 

3,400 

3,  450 

465 

327 

202 

84 

0 

0 

0 

0 

1,600 

1,625 

132 

18 

0 

0 

3, 450 

3,  500 

475 

336 

211 

92 

0 

0 

0 

0 

1,625 

1,650 

136 

22 

0 

0 

3.500 

3,  550 

485 

345 

219 

101 

4 

0 

0 

0 

1,650 

1,675 

140 

26 

0 

0 

3,  550 

3,  600 

495 

355 

228 

109 

12 

0 

0 

0 

1,675 

1,700 

144 

30 

0 

0 

3,600 

3,  650 

505 

365 

237 

117 

20 

0 

0 

0 

1,700 

1,725 

148 

34 

0 

0 

3,  650 

3,  700 

515 

375 

246 

125 

28 

0 

0 

0 

1,725 

1,750 

152 

38 

0 

0 

3,  700 

3,  750 

525 

385 

255 

134 

36 

0 

0 

0 

1,  750 

1,775 

156 

42 

0 

0 

3,750 

3,  800 

535 

395 

264 

142 

44 

0 

0 

0 

1,775 

1.800 

160 

46 

0 

0 

3,  800 

3,  850 

545 

405 

273 

150 

52 

0 

0 

0 

1,800 

1,825 

165 

50 

0 

0 

3,  850 

3.  900 

555 

415 

282 

158 

60 

0 

0 

0 

1,  825 

1,850 

169 

54 

0 

0 

3,900 

3, 950 

565 

425 

291 

167 

68 

0 

0 

0 

1,850 

1,875 

173. 

58 

0 

0 

3,  950 

4, 000 

575 

435 

300 

176 

76 

0 

0 

0 

1,875 

1,900 

178 

62 

0 

0 

4,  000 

4, 050 

585 

445 

309 

184 

84 

0 

0 

0 

1,900 

1,925 

182 

66 

0 

0 

4,  050 

4, 100 

595 

455 

318 

193 

92 

0 

0 

0 

1,925 

1,950 

187 

70 

0 

0 

4, 100 

4, 150 

605 

465 

327 

202 

101 

4 

0 

0 

1,950 

1,975 

191 

74 

0 

0 

4, 150 

4,  200 

615 

475 

336 

211 

109 

12 

0 

0 

1,975 

2, 000 

195 

78 

0 

0 

4.200 

4,  250 

625 

485 

345 

219 

117 

20 

0 

0 

2,000 

2, 025 

200 

82 

0 

0 

4,  250 

4,  300 

635 

495 

355 

228 

125 

28 

0 

0 

2,025 

2,050 

204 

86 

0 

0 

4,300 

4, 350 

645 

505 

365 

237 

134 

36 

0 

0 

2, 050 

2,075 

208 

90 

0 

0 

4,350 

4,  400 

655 

515 

375 

246 

142 

44 

0 

0 

2, 076 

2, 100 

213 

94 

0 

0 

4,  400 

4,  450 

665 

525 

385 

255 

150 

52 

0 

0 

2,100 

2, 125 

217 

99 

0 

0 

4,  450 

4,500 

675 

535 

395 

264 

158 

60 

0 

0 

2,125 

2, 150 

222 

103 

0 

0 

4,  500 

4,  550 

685 

545 

405 

273 

167 

68 

0 

0 

2,150 

2,175 

226 

107 

•  0 

0 

4,  550 

4,600 

695 

555 

415 

282 

176 

76 

0 

0 

2, 175 

2,  200 

230 

111 

0 

0 

4,600 

4,  650 

705 

565 

425 

291 

184 

84 

0 

0 

2,200 

2,225 

235 

115 

2 

0 

4,  650 

4.  700 

715 

575 

435 

300 

193 

92 

0 

0 

2,225 

2,250 

239 

119 

6 

0 

4,700 

4,  750 

725 

585 

445 

309 

202 

101 

4 

0 

2,250 

2,275 

243 

123 

10 

0 

4. 7.50 

4, 800 

735 

595 

455 

318 

211 

109 

12 

0 

2,275 

2. 300 

248 

127 

14 

0 

4, 800 

4,850 

746 

605 

465 

327 

219 

117 

20 

0 

2,300 

2, 325 

252 

132 

18 

0 

4,850 

4,900 

758 

615 

475 

336 

228 

125 

28 

0 

2,325 

2,350 

257 

136 

22 

0 

4,  900 

4,  950 

769 

625 

485 

345 

237 

134 

36 

0 

2,350 

2,375 

201 

140 

26 

0 

4.950 

6, 000 

781 

635 

495 

355 

246 

142 

44 

0 

2,375 

2,400 

266 

144 

30 

0 

1  “(b)  Taxable  Years  Beginning  After  Decem- 

2  ber  31,  1964. — In  lieu  of  the  tax  imposed  by  section  1, 

3  there  is  hereby  imposed  for  each  taxable  year  beginning 
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1  after  December  31,  1964,  on  the  taxable  income  of  every 

2  individual  whose  adjusted  gross  income  for  such  year  is 

3  less  than  $5,000  and  who  has  elected  for  such  year  to  pay 

4  the  tax  imposed  by  this  section  a  tax  as  follows : 

“Table  I — Single  Person — NOT  Head  of  Household 


‘Taxable  Years  Beginning  After  December  31,  1964 


If  adjust 
incon 

ed  gross 
le  is — 

And  the  number  of 
exemptions  is— 

If  adjusted  gross 
income  is — 

And  the  number  of  exemptions  Is — 

At 

least 

But  less 
than 

1 

2 

3 

4  or 
more 

At 

least 

But  less 
than 

1 

2 

3 

4 

5 

6 

7  or 
more 

The  tax  is- 

The  tax  is — 

$0 

$900 

$0 

$0 

$0 

$0 

$2,  450 

$2, 475 

$236 

$124 

$23 

$0 

$0 

$0 

$0 

900 

925 

2 

0 

0 

0 

2,475 

2,500 

240 

128 

26 

0 

0 

o 

0 

925 

950 

5 

0 

0 

0 

2,500 

2,525 

244 

132 

30 

0 

0 

0 

o 

950 

975 

9 

0 

0 

0 

2,525 

2, 550 

248 

136 

33 

0 

0 

o 

o 

975 

1,000 

12 

0 

0 

0 

2,550 

2,575 

253 

139 

37 

0 

0 

o 

o 

1,000 

1,025 

16 

0 

0 

0 

2, 575 

2,606 

257 

143 

40 

0 

0 

o 

o 

1,025 

1,050 

19 

0 

0 

0 

2, 600 

2,625 

261 

147 

44 

0 

0 

o 

o 

1,050 

1,075 

23 

0 

0 

0 

2,625 

2,650 

265 

151 

47 

0 

0 

0 

o 

1, 075 

1,100 

26 

0 

0 

0 

2,650 

2,675 

270 

155 

51 

0 

0 

o 

o 

1,100 

1, 125 

30 

0 

0 

0 

2. 675 

2,700 

274 

159 

54 

0 

0 

0 

o 

1,125 

1,150 

33 

0 

0 

0 

2,  700 

2,725 

278 

163 

58 

0 

0 

0 

o 

1,150 

1,175 

37 

0 

0 

0 

2, 725 

2,750 

282 

167 

61 

0 

0 

0 

o 

1, 175 

1,200 

40 

0 

0 

0 

2,750 

2,  775 

287 

171 

65 

0 

0 

0 

o 

1,200 

1,225 

44 

0 

0 

0 

2.775 

2,800 

291 

175 

68 

0 

0 

o 

o 

1,225 

1,250 

47 

0 

0 

0 

2,800 

2,825 

295 

179 

72 

0 

0 

o 

o 

1,250 

1,275 

51 

0 

0 

0 

2, 825 

2,850 

299 

183 

76 

0 

0 

0 

o 

1, 275 

1,300 

54 

0 

0 

0 

2,850 

2,875 

304 

187 

79 

0 

0 

o 

o 

1,300 

1,325 

58 

0 

0 

0 

2, 875 

2,  900 

308 

191 

83 

0 

0 

0 

o 

1,325 

1,350 

61 

0 

0 

0 

2,  £00 

2,925 

312 

195 

87 

0 

0 

0 

o 

1,350 

1,375 

65 

0 

0 

0 

2, 925 

2,  950 

317 

199 

91 

0 

0 

0 

o 

1,375 

1,400 

68 

0 

0 

0 

2, 950 

2,975 

322 

203 

94 

0 

0 

0 

o 

1,400 

1,425 

72 

0 

0 

0 

2, 975 

3,000 

327 

207 

98 

0 

0 

0 

o 

1,425 

1,450 

76 

0 

0 

0 

3,000 

3,050 

333 

213 

104 

4 

0 

0 

0 

1,450 

1,475 

79 

0 

0 

0 

3, 050 

3,100 

342 

221 

111 

11 

0 

0 

o 

1,475 

1,500 

83 

0 

0 

0 

3,100 

3,150 

350 

229 

119 

18 

0 

0 

0 

1,500 

1,525 

87 

0 

0 

0 

3,150 

3,200 

359 

238 

126 

25 

0 

0 

0 

1,525 

1,550 

91 

0 

0 

0 

3,200 

3,250 

367 

246 

134 

32 

0 

0 

0 

1,550 

1,575 

94 

0 

0 

0 

3, 250 

3, 300 

376 

255 

141 

39 

0 

0 

o 

1,575 

1,600 

98 

0 

0 

0 

3, 300 

3, 350 

385 

263 

149 

46 

0 

0 

0 

1,600 

1,625 

102 

2 

0 

0 

3, 350 

3,400 

393 

272 

157 

53 

0 

0 

o 

1,625 

1,650 

106 

5 

0 

0 

3,400 

3,450 

402 

280 

165 

60 

0 

0 

0 

1,650 

1,675 

109 

9 

0 

0 

3, 450 

3,500 

410 

289 

173 

67 

0 

0 

0 

1,675 

1.700 

113 

12 

0 

0 

3,500 

3.550 

419 

297 

181 

74 

0 

0 

0 

1,700 

1,725 

117 

16 

0 

0 

3,  550 

3,600 

427 

306 

189 

81 

0 

0 

0 

1,725 

1.750 

121 

19 

0 

0 

3,600 

3,  650 

436 

315 

197 

89 

0 

0 

0 

1,750 

1,775 

124 

23 

0 

0 

3.  650 

3.700 

444 

324 

205 

96 

0 

0 

0 

1,775 

1,800 

128 

20 

0 

0 

3,700 

3,750 

453 

334 

213 

104 

4 

0 

0 

1.800 

1.825 

132 

30 

0 

0 

3,  750 

3,800 

462 

343 

221 

111 

11 

0 

0 

1,825 

1,850 

136 

33 

0 

0 

3,800 

3.  850 

470 

353 

229 

119 

18 

0 

0 

1,850 

1. 875 

139 

37 

0 

0 

3,850 

3,900 

479 

302 

238 

126 

25 

0 

0 

1,875 

1,900 

143 

40 

0 

0 

3,  900 

3,950 

487 

372 

246 

134 

32 

0 

0 

1,900 

1,925 

147 

44 

0 

0 

3,950 

4,000 

496 

381 

255 

141 

39 

0 

0 

1,925 

1,950 

151 

47 

0 

0 

4,000 

4,050 

504 

390 

263 

149 

46 

0 

0 

1,950 

1,975 

155 

51 

0 

0 

4. 050 

4, 100 

513 

399 

272 

157 

53 

0 

0 

1,975 

2,  000 

159 

54 

0 

0 

4,100 

4,150 

521 

407 

280 

165 

60 

0 

0 

2,000 

2,  025 

163 

58 

0 

0 

4, 150 

4.200 

530 

416 

289 

173 

67 

0 

0 

2,025 

2,  050 

167 

61 

0 

0 

4,200 

4, 250 

538 

424 

297 

181 

74 

0 

0 

2, 050 

2. 075 

171 

65 

0 

0 

4,  250 

4,300 

547 

433 

306 

189 

81 

0 

0 

2, 075 

2, 100 

175 

68 

0 

0 

4, 300 

4,350 

556 

442 

315 

197 

89 

0 

0 

2. 100 

2, 125 

179 

72 

0 

0 

4, 350 

4,400 

564 

450 

324 

205 

96 

0 

0 

2, 125 

2, 150 

183 

76 

0 

0 

4,400 

4,  450 

573 

459 

334 

213 

104 

4 

0 

2,150 

2, 175 

187 

79 

0 

0 

4,450 

4,500 

581 

467 

343 

221 

111 

11 

0 

2,175 

2,  200 

191 

83 

0 

0 

4,500 

4,  550 

590 

476 

353 

229 

119 

18 

0 

2,  200 

2,  225 

195 

87 

0 

0 

4,  550 

4,600 

598 

484 

362 

238 

126 

25 

0 

2,225 

2, 250 

199 

91 

0 

0 

4,600 

4.650 

607 

493 

372 

246 

134 

32 

0 

2,  250 

2, 275 

203 

94 

0 

0 

4, 650 

4,  700 

615 

501 

381 

255 

141 

39 

0 

2, 275 

2, 300 

207 

98 

0 

0 

4,700 

4,  750 

624 

510 

391 

263 

149 

46 

0 

2, 300 

2. 325 

211 

102 

2 

0 

4,  750 

4,800 

633 

519 

400 

272 

157 

53 

0 

2, 325 

2,350 

215 

106 

5 

0 

4,800 

4, 850 

641 

527 

410 

280 

165 

60 

0 

2,350 

2, 375 

219 

109 

9 

0 

4,  850 

4,900 

650 

536 

419 

289 

173 

67 

0 

2, 375 

2,  400 

223 

113 

12 

0 

4,900 

4,  950 

658 

544 

429 

297 

181 

74 

0 

2,400 

2.425 

227 

117 

16 

0 

4,  950 

5, 000 

667 

553 

438 

306 

189 

81 

0 

2, 425 

2,450 

231 

121 

19 

0 

3917 


372 


“Table  II — Head  of  Household 


‘Taxable  Years  Beginning  After  December  31,  1964 


If  adjusted  gross 
income  is — 

And  the  number  of 
exemptions  is — 

If  adjusted  gross 
income  is — 

And  the  number  of  exemptions  is — 

At 

least 

But  less 
than 

1 

2 

3 

4  or 
more 

At 

least 

But  less 
than 

1 

2 

3 

4 

5 

6 

7  or 
more 

The  tax  is — 

The  tax  is — 

$0 

$900 

$0 

$0 

$0 

$0 

$2, 450 

$2. 475 

$230 

$121 

$23 

$0 

$0 

$0 

$0 

900 

925 

2 

0 

0 

0 

2, 475 

2,  500 

234 

124 

26 

0 

0 

0 

0 

925 

950 

5 

0 

0 

0 

2,500 

2, 525 

238 

128 

30 

0 

0 

0 

0 

950 

975 

9 

0 

0 

0 

2,  525 

2, 550 

242 

131 

33 

0 

0 

0 

0 

975 

1,000 

12 

0 

0 

0 

2,  550 

2,  575 

246 

135 

37 

0 

0 

0 

0 

1,000 

1, 025 

16 

0 

0 

0 

2,575 

2,600 

250 

138 

40 

0 

0 

0 

0 

1,025 

1,050 

19 

0 

0 

0 

2,  600 

2,625 

254 

142 

44 

0 

0 

0 

0 

1,050 

1,075 

23 

0 

0 

0 

2,625 

2,  650 

258 

146 

47 

0 

0 

0 

0 

1,075 

1,100 

26 

0 

0 

0 

2,  650 

2, 675 

262 

150 

51 

0 

0 

0 

0 

1,100 

1,125 

30 

0 

0 

0 

2,  675 

2, 700 

266 

154 

54 

0 

0 

0 

0 

1, 125 

1,150 

33 

0 

0 

0 

2,  700 

2,  725 

270 

158 

58 

0 

0 

0 

0 

1,150 

1,175 

37 

0 

0 

0 

2,725 

2,  750 

274 

162 

61 

0 

0 

0 

0 

1,175 

1,200 

40 

0 

0 

0 

2,  750 

2,  775 

278 

166 

65 

0 

0 

0 

0 

1,200 

1,225 

44 

0 

0 

0 

2,  775 

2, 800 

282 

170 

68 

0 

0 

0 

0 

1,225 

1,250 

47 

0 

0 

0 

2, 800 

2, 825 

286 

174 

72 

0 

0 

0 

0 

1,250 

1,275 

51 

0 

0 

0 

2,825 

2, 850 

290 

178 

75 

0 

0 

0 

0 

1,275 

1,300 

54 

0 

0 

0 

2,850 

2,875 

294 

182 

79 

0 

0 

0 

0 

1,300 

1,325 

58 

0 

0 

0 

2, 875 

2, 900 

298 

186 

82 

0 

0 

0 

0 

1,325 

1,350 

61 

0 

0 

0 

2,900 

2,  925 

302 

190 

86 

0 

0 

0 

0 

1,350 

1,375 

65 

0 

0 

0 

2,  925 

2,950 

307 

194 

89 

0 

0 

0 

0 

1,375 

1,400 

68 

0 

0 

0 

2,950 

2, 975 

311 

198 

93 

0 

0 

0 

0 

1,400 

1,425 

72 

0 

0 

0 

2,975 

3,000 

316 

202 

96 

0 

0 

0 

0 

1,425 

1,450 

75 

0 

0 

0 

3, 000 

3,  050 

322 

208 

102 

4 

0 

0 

0 

1,450 

1,475 

79 

0 

0 

0 

3,050 

3, 100 

330 

216 

109 

11 

0 

0 

0 

1,  475 

1,500 

82 

0 

0 

0 

3,100 

3,150 

338 

224 

116 

18 

0 

0 

0 

1,500 

1,525 

86 

0 

0 

0 

3, 150 

3,  200 

346 

232 

123 

25 

0 

0 

0 

1,525 

1,550 

89 

0 

0 

0 

3,200 

3,250 

354 

240 

130 

32 

0 

0 

0 

1,550 

1,575 

93 

0 

0 

0 

3,  250 

3,  300 

363 

248 

137 

39 

0 

0 

0 

1,575 

1,600 

96 

0 

0 

0 

3,300 

3,  350 

371 

256 

144 

46 

0 

0 

0 

1,600 

1,625 

100 

2 

0 

0 

3,  350 

3, 400 

379 

264 

152 

53 

0 

0 

0 

1,  625 

1,650 

103 

5 

0 

0 

3, 400 

3,450 

387 

272 

160 

60 

0 

0 

0 

1,650 

1, 675 

107 

9 

0 

0 

3. 450 

3, 500 

395 

280 

168 

67 

0 

0 

0 

1,675 

1,700 

110 

12 

0 

0 

3,500 

3, 550 

403 

288 

176 

74 

0 

0 

0 

1,700 

1,725 

114 

16 

0 

0 

3, 550 

3,600 

411 

296 

184 

81 

0 

0 

0 

1,725 

1,750 

117 

19 

0 

0 

3,  600 

3,  650 

419 

305 

192 

88 

0 

0 

0 

1,750 

1,775 

121 

23 

0 

0 

3, 050 

3,  700 

427 

314 

200 

95 

0 

0 

0 

1,  775 

1,800 

124 

26 

0 

0 

3,  700 

3,  750 

435 

323 

208 

102 

4 

0 

0 

1,800 

1,825 

128 

30 

0 

0 

3,  750 

3, 800 

444 

332 

216 

109 

11 

0 

0 

1,825 

1,850 

131 

33 

0 

0 

3,800 

3, 850 

452 

341 

224 

116 

18 

0 

0 

1,850 

1, 875 

135 

37 

0 

0 

3,850 

3,900 

460 

350 

232 

123 

25 

0 

0 

1,875 

1,900 

138 

40 

0 

0 

3,900 

3, 950 

468 

359 

240 

130 

32 

0 

0 

1,900 

1,925 

142 

44 

0 

0 

3, 950 

4,000 

476 

368 

248 

137 

39 

0 

0 

1,925 

1, 950 

146 

47 

0 

0 

4,000 

4,050 

484 

376 

256 

144 

46 

0 

0 

1,950 

1,975 

150 

51 

0 

0 

4, 050 

4, 100 

492 

384 

264 

152 

53 

0 

0 

1,975 

2,000 

154 

54 

0 

0 

4, 100 

4, 150 

500 

392 

272 

160 

60 

0 

0 

2,000 

2,025 

158 

58 

0 

0 

4, 150 

4,  200 

508 

400 

280 

168 

67 

0 

0 

2,025 

2, 050 

162 

61 

0 

0 

4,  200 

4,250 

516 

408 

288 

176 

74 

0 

0 

2,050 

2, 075 

166 

65 

0 

0 

4,  250 

4,300 

525 

417 

296 

184 

81 

0 

0 

2,075 

2, 100 

170 

68 

0 

0 

4,300 

4,350 

533 

425 

305 

192 

88 

0 

0 

2, 100 

2, 125 

174 

72 

0 

0 

4, 350 

4, 400 

541 

433 

314 

200 

95 

0 

0 

2,125 

2, 150 

178 

75 

0 

0 

4,400 

4,  450 

549 

441 

323 

208 

102 

4 

0 

2, 150 

2,175 

182 

79 

0 

0 

4, 450 

4,500 

557 

449 

332 

216 

109 

11 

0 

2,175 

2,200 

186 

82 

0 

0 

4,500 

4,  550 

565 

457 

341 

224 

116 

18 

0 

2,200 

2,225 

190 

86 

0 

0 

4,550 

4, 600 

573 

465 

350 

232 

123 

25 

0 

2, 225 

2,250 

194 

89 

0 

0 

4,600 

4, 650 

581 

473 

359 

240 

130 

32 

0 

2,250 

2,275 

198 

93 

0 

0 

4, 650 

4,  700 

589 

481 

368 

248 

137 

39 

0 

2, 275 

2,300 

202 

96 

0 

0 

4,  700 

4,  750 

597 

489 

377 

256 

144 

46 

0 

2,300 

2,  325 

206 

100 

2 

0 

4,750 

4,800 

606 

498 

386 

264 

152 

53 

0 

2,325 

2,350 

210 

103 

5 

0 

4,800 

4,850 

614 

506 

395 

272 

160 

60 

0 

2,350 

2, 375 

214 

107 

9 

0 

4, 850 

4,900 

622 

514 

404 

280 

168 

67 

0 

2,375 

2,  400 

218 

110 

12 

0 

4,900 

4, 950 

630 

522 

413 

288 

176 

74 

0 

2,400 

2, 425 

222 

114 

16 

0 

4,950 

5,000 

638 

530 

422 

296 

184 

81 

0 

2, 425 

2,450 

226 

117 

19 

0 

3918 


373 

“Table  III — Married  Persons  Filing  JOINT  Returns 

‘Taxable  Years  Beginning  After  December  31, 1964 


If  adjusted  gross 
income  is — 

And  the  number  of 
exemptions  is — 

If  adjusted  gross 
income  is — 

And  the  number  of  exemptions  is— 

2 

3 

4  or 

2 

3 

4 

5 

6 

7  or 

At  least 

Bu  t  less 

more 

At  least 

But  less 

more 

than 

than 

The  tax  is — 

The  tax  is— 

$0 

$1,600 

$0 

$0 

$0 

$2, 800 

$2, 825 

$172 

$72 

$0 

$0 

$0 

$0 

1,600 

1,625 

2 

0 

0 

2, 825 

2,850 

176 

75 

0 

0 

0 

0 

1,625 

1, 650 

5 

0 

0 

2.850 

2,875 

179 

79 

0 

0 

0 

0 

1,650 

1,675 

9 

0 

0 

2,875 

2,900 

183 

82 

0 

0 

0 

0 

1,675 

1,700 

12 

0 

0 

2,900 

2  925 

187 

86 

0 

0 

0 

0 

1,700 

1,725 

16 

0 

0 

2,925 

2, 950 

191 

89 

0 

0 

0 

0 

1,725 

1,750 

19 

0 

0 

2,950 

2,975 

194 

93 

0 

0 

0 

0 

1,750 

1,775 

23 

0 

0 

2,975 

3,000 

198 

96 

0 

0 

0 

0 

1,775 

1,800 

26 

0 

0 

3,000 

3, 050 

204 

102 

4 

0 

0 

0 

1,800 

1,825 

30 

0 

0 

3, 050 

3,100 

211 

109 

11 

0 

0 

0 

1.825 

1,850 

33 

0 

0 

3,100 

3,150 

219 

116 

18 

0 

0 

0 

1,850 

1,875 

37 

0 

0 

3.150 

3, 200 

226 

123 

25 

0 

0 

0 

1,875 

1,900 

40 

0 

0 

3,200 

3,250 

234 

130 

32 

0 

0 

0 

1,900 

1,925 

44 

0 

0 

3,250 

3,300 

241 

137 

39 

0 

0 

0 

1,925 

1,950 

47 

0 

0 

3,  300 

3, 350 

249 

144 

46 

0 

0 

0 

1,950 

1,975 

51 

0 

0 

3. 350 

3,400 

256 

151 

53 

0 

0 

0 

1,975 

2,000 

54 

0 

0 

3,  400 

3,  450 

264 

159 

60 

0 

0 

0 

2, 000 

2,025 

58 

0 

0 

3,  450 

3,600 

271 

166 

67 

0 

0 

0 

2,025 

2,050 

61 

0 

0 

3,500 

3,  550 

279 

174 

74 

0 

0 

0 

2,050 

2, 075 

65 

0 

0 

3,  650 

3,600 

286 

181 

81 

0 

0 

0 

2, 075 

2,100 

68 

0 

0 

3,600 

3,650 

294 

189 

88 

0 

0 

0 

2, 100 

2, 125 

72 

0 

0 

3,650 

3, 700 

302 

196 

95 

0 

0 

0 

2, 125 

2, 150 

75 

0 

0 

3, 700 

3, 750 

310 

204 

102 

4 

0 

0 

2, 150 

2, 175 

79 

0 

0 

3,750 

3,800 

318 

211 

109 

11 

0 

0 

2,175 

2,200 

82 

0 

0 

3,800 

3,  850 

326 

219 

116 

18 

0 

0 

2,200 

2,225 

86 

0 

0 

3, 850 

3,900 

334 

226 

123 

25 

0 

0 

2, 225 

2.250 

89 

0 

0 

3,900 

3,950 

342 

234 

130 

32 

0 

0 

2, 250 

2,275 

93 

0 

0 

3,950 

4,000 

350 

241 

137 

39 

0 

0 

2, 275 

2, 300 

96 

0 

0 

4,000 

4,050 

358 

249 

144 

46 

0 

0 

2, 300 

2, 325 

100 

2 

0 

4, 050 

4,100 

365 

256 

151 

63 

0 

0 

2, 325 

2,350 

103 

5 

0 

4, 100 

4, 150 

372 

264 

159 

60 

0 

0 

2, 350 

2,375 

107 

9 

0 

4,150 

4,200 

379 

271 

166 

67 

0 

0 

2, 375 

2,  400 

110 

12 

0 

4,200 

4,250 

386 

279 

174 

74 

0 

0 

2,400 

2, 425 

114 

16 

0 

4,250 

4,300 

394 

286 

181 

81 

0 

0 

2, 425 

2, 450 

117 

19 

0 

4,300 

4,350 

401 

294 

189 

88 

0 

0 

2, 450 

2,475 

121 

23 

0 

4,350 

4,400 

408 

302 

196 

95 

0 

0 

2, 475 

2, 500 

124 

26 

0 

4,400 

4,450 

415 

310 

204 

102 

4 

0 

2,500 

2, 525 

128 

30 

0 

4, 450 

4,500 

422 

318 

211 

109 

11 

0 

2, 525 

2, 550 

131 

33 

0 

4,500 

4,550 

430 

326 

219 

116 

18 

0 

2, 550 

2, 575 

135 

37 

0 

4,550 

4,600 

437 

334 

226 

123 

25 

0 

2,  575 

2,600 

138 

40 

0 

4,600 

4,650 

444 

342 

234 

130 

32 

0 

2,600 

2, 625 

142 

44 

0 

4,650 

4,700 

451 

350 

241 

137 

39 

0 

2, 625 

2, 650 

146 

47 

0 

4,700 

4, 750 

459 

358 

249 

144 

46 

0 

2,650 

2,675 

149 

51 

0 

4,  750 

4,800 

467 

366 

256 

151 

53 

0 

2, 675 

2,  700 

153 

54 

0 

4,800 

4,850 

474 

374 

264 

159 

60 

0 

2,700 

2, 725 

157 

58 

0 

4,850 

4,900 

482 

382 

271 

166 

67 

0 

2,  725 

2,  750 

161 

61 

0 

4,900 

4,950 

490 

390 

279 

174 

74 

0 

2, 750 

2,  775 

164 

65 

0 

4,  950 

5,000 

497 

398 

286 

181 

81 

0 

2, 775 

2,800 

168 

68 

0 
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“Table  IV — Married  Persons  Filing  SEPARATE  Returns 


“10  PERCENT  STANDARD  DEDUCTION 


‘Taxable  Years  Beginning  After  December  31,  1964 
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“Table  V— Married  Persons  Filing  SEPARATE  Returns 

“MINIMUM  STANDARD  DEDUCTION 


“Taxable  Years  Beginning  After  December  31,  1964 


If  adjusted 

And  the  number  of 

If  adjusted 

And  the  number  of  exemotions  Is 

(Cross  inc 

ome  is— 

exemptions  is — 

gross  income  is — 

At 

But 

1 

2 

3 

4  or 

1 

2 

3 

4 

5 

6 

7 

8  or 

more 

At 

But 

more 

least 

less 

than 

least 

less 

than 

The  tax  Is- 

The  tax  is — 

$0 

$800 

$0 

$0 

$0 

$0 

$2, 400 

$2,  425 

$244 

$132 

$30 

$0 

$0 

$0 

$0 

$0 

800 

825 

2 

0 

0 

0 

2,425 

2,  450 

248 

136 

33 

0 

0 

0 

0 

0 

825 

850 

5 

0 

0 

0 

2,  450 

2,  475 

253 

139 

37 

0 

0 

0 

0 

0 

850 

875 

9 

0 

0 

0 

2, 475 

2,500 

257 

143 

40 

0 

0 

0 

0 

0 

875 

900 

12 

0 

0 

0 

2,  500 

2,525 

201 

147 

44 

0 

0 

0 

0 

0 

900 

925 

16 

0 

0 

0 

2,  525 

2,  550 

265 

151 

47 

0 

0 

0 

0 

0 

925 

950 

19 

0 

0 

0 

2,550 

2,575 

270 

155 

61 

0 

0 

0 

0 

0 

950 

975 

23 

0 

0 

0 

2,  575 

2,  600 

274 

159 

54 

0 

0 

0 

0 

0 

975 

1,000 

26 

0 

0 

0 

2,600 

2,  625 

278 

163 

58 

0 

0 

0 

0 

0 

1,000 

1,025 

30 

0 

0 

0 

2,625 

2,650 

282 

167 

61 

0 

0 

0 

0 

0 

1,025 

1, 050 

33 

0 

0 

0 

2,  650 

2,  675 

287 

171 

65 

0 

0 

0 

0 

0 

1, 050 

1, 075 

37 

0 

0 

0 

2,675 

2,700 

291 

175 

68 

0 

0 

0 

0 

0 

1, 075 

1,  100 

40 

0 

0 

0 

2,700 

2, 725 

295 

179 

72 

0 

0 

0 

0 

0 

1, 100 

1, 125 

44 

0 

0 

0 

2,  725 

2, 750 

299 

183 

76 

0 

0 

0 

0 

0 

1,125 

1, 150 

47 

0 

0 

0 

2,750 

2,  775 

304 

187 

79 

0 

0 

0 

0 

0 

1,150 

1, 175 

51 

0 

0 

0 

2,775 

2,800 

308 

191 

83 

0 

0 

0 

0 

0 

1, 175 

1,200 

54 

0 

0 

0 

2,  800 

2,  825 

312 

195 

87 

0 

0 

0 

0 

0 

1, 200 

1, 225 

58 

0 

0 

0 

2,825 

2,850 

317 

199 

91 

0 

0 

0 

0 

0 

1,225 

1,  250 

61 

0 

0 

0 

2,  850 

2,875 

322 

203 

94 

0 

0 

0 

0 

0 

1,250 

1,275 

65 

0 

0 

0 

2,  875 

2,900 

327 

207 

98 

0 

0 

0 

0 

0 

1,275 

1,300 

68 

0 

0 

0 

2,900 

2,925 

331 

211 

102 

2 

0 

0 

0 

0 

1, 300 

1, 325 

72 

0 

0 

0 

2, 925 

2, 950 

336 

215 

106 

6 

0 

0 

0 

0 

1,325 

1,  350 

76 

0 

0 

0 

2, 950 

2,  975 

341 

219 

109 

9 

0 

0 

0 

0 

1,350 

1, 375 

79 

0 

0 

0 

2,975 

3,000 

346 

223 

113 

12 

0 

0 

0 

0 

1,375 

1, 400 
1, 425 

83 

0 

0 

0 

3, 000 

3, 050 

353 

229 

119 

18 

0 

0 

0 

0 

1, 400 

87 

0 

0 

0 

3, 050 

3, 100 

362 

238 

126 

25 

0 

0 

0 

0 

1,425 

1, 450 

91 

0 

0 

0 

3, 100 

3, 150 

372 

246 

134 

32 

0 

0 

0 

0 

1,450 

1,475 

94 

0 

0 

0 

3, 150 

3, 200 

381 

255 

141 

39 

0 

0 

0 

0 

1,475 

1,  500 

98 

0 

0 

0 

3, 200 

3,250 

391 

263 

149 

46 

0 

0 

0 

0 

1,500 

1,525 

102 

2 

0 

0 

3, 250 

3,  300 

400 

272 

157 

53 

0 

0 

0 

0 

1,525 

1,  550 

106 

5 

0 

0 

3, 300 

3, 350 

410 

280 

165 

60 

0 

0 

0 

0 

1,550 

1,  575 

109 

9 

0 

0 

3,350 

3,  400 

419 

289 

173 

67 

0 

0 

0 

0 

1,575 

1,  600 

113 

12 

0 

0 

3,  400 

3,  450 

429 

297 

181 

74 

0 

0 

0 

0 

1,600 

1,625 

117 

16 

0 

0 

3,450 

3,500 

438 

306 

189 

81 

0 

0 

0 

0 

1,625 

1,650 

121 

19 

0 

0 

3,500 

3,  550 

448 

315 

197 

89 

4 

0 

0 

0 

1,650 

1,675 

124 

23 

0 

0 

3,550 

3,600 

457 

324 

205 

96 

11 

0 

0 

0 

1,675 

1,700 

1,700 

128 

26 

0 

0 

3,600 

3,650 

467 

334 

213 

104 

18 

0 

0 

0 

1,  725 

132 

30 

0 

0 

3,650 

3,  700 

476 

343 

221 

111 

25 

0 

0 

0 

1,725 

1,750 

136 

33 

0 

0 

3, 700 

3,750 

486 

353 

229 

119 

32 

0 

0 

0 

1,750 

1,775 

139 

37 

0 

0 

3, 750 

3,800 

495 

362 

238 

126 

39 

0 

0 

0 

1,775 

1,800 

143 

40 

0 

0 

3,800 

3,850 

505 

372 

246 

134 

46 

0 

0 

0 

1,800 

1,825 

147 

44 

0 

0 

3,850 

3,900 

514 

381 

255 

141 

53 

0 

0 

0 

1,825 

1,850 

151 

47 

0 

0 

3,900 

3,950 

524 

391 

263 

149 

60 

0 

0 

0 

1,850 

1,875 

155 

51 

0 

0 

3, 950 

4, 000 

533 

400 

272 

157 

67 

0 

0 

0 

1,875 

1,900 

159 

54 

0 

0 

4,000 

4,050 

543 

410 

280 

165 

74 

0 

0 

0 

1,900 

1,925 

163 

58 

0 

0 

4,050 

4, 100 

552 

419 

289 

173 

81 

0 

0 

0 

1,925 

1,950 

167 

61 

0 

0 

4, 100 

4, 150 

562 

429 

297 

181 

89 

4 

0 

0 

1,950 

1,975 

171 

65 

0 

0 

4, 150 

4,200 

571 

438 

306 

189 

96 

11 

0 

0 

1,975 

2, 000 

175 

68 

0 

0 

4,200 

4,250 

581 

448 

315 

197 

104 

18 

0 

0 

2,000 

2,025 

179 

72 

0 

0 

4, 250 

4. 300 

590 

457 

324 

205 

111 

25 

0 

0 

2,025 

2, 050 

183 

76 

0 

0 

4,300 

4, 350 

600 

467 

334 

213 

119 

32 

0 

0 

2, 050 

2,075 

187 

79 

0 

0 

4,350 

4,400 

609 

476 

343 

221 

126 

39 

0 

0 

2,075 

2, 100 

191 

83 

0 

0 

4,400 

4,450 

619 

486 

353 

229 

134 

46 

0 

0 

2, 100 

2, 125 

195 

87 

0 

0 

4,450 

4, 500 

628 

495 

362 

238 

141 

53 

0 

0 

2, 125 

2, 160 

199 

91 

0 

0 

4,  500 

4,550 

638 

505 

372 

245 

149 

60 

0 

0 

2,150 

2,175 

203 

94 

0 

0 

4,  550 

4,600 

647 

514 

381 

255 

157 

67 

0 

0 

2, 175 

2,200 

207 

98 

0 

0 

4,600 

4,650 

657 

524 

391 

263 

165 

74 

0 

0 

2,200 

2,225 

211 

102 

2 

0 

4,650 

4,700 

666 

533 

400 

272 

173 

81 

0 

0 

2, 225 

2, 250 

215 

100 

5 

0 

4,700 

4,  750 

676 

543 

410 

280 

181 

89 

4 

0 

2, 250 

2, 275 

219 

109 

9 

0 

4,750 

4, 800 

685 

552 

419 

289 

189 

96 

11 

0 

2, 275 

2, 300 

223 

113 

12 

0 

4, 800 

4,850 

696 

562 

429 

297 

197 

104 

18 

0 

2, 300 

2, 325 

227 

117 

16 

o  • 

4, 850 

4. 900 

707 

571 

438 

306 

205 

111 

25 

0 

2,325 

2,350 

231 

121 

19 

0 

4, 900 

4, 950 

718 

581 

448 

315 

213 

119 

32 

0 

2, 350 

2,  376 

236 

124 

23 

0 

4, 950 

5,000 

729 

590 

457 

324 

221 

126 

39 

0” 

2,375 

2,400 

240 

128 

26 

0 
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(b)  Rules  for  Optional  Tax. — 

(i)  Husband  or  wife  filing  separate  re¬ 
turns. — Subsection  (c)  of  section  4  (relating  to  rules 
for  optional  tax)  is  amended  to  read  as  follows: 

“  (c)  Husband  or  Wife  Filing  Separate  Re¬ 
turn— 

“  ( 1 )  A  husband  or  wife  may  not  elect  to  pay  the 
optional  tax  imposed  by  section  3  if  the  tax  of  the  other 
spouse  is  determined  under  section  1  on  the  basis  of  tax¬ 
able  income  computed  without  regard  to  the  standard 
deduction. 

“(2)  Except  as  otherwise  provided  in  this  subsec¬ 
tion,  in  the  case  of  a  husband  or  wife  filing  a  separate 
return  the  tax  imposed  by  section  3  shall  be — 

“  (A)  for  taxable  years  beginning  in  1964,  the 
lesser  of  the  tax  shown  in  Table  IV  or  Table  V  of 
section  3  (a) ,  and 

“  (B)  for  taxable  years  beginning  after  Decem¬ 
ber  31,  1964,  the  lesser  of  the  tax  shown  in  Table 
IV  or  Table  V  of  section  3  (b) . 

“  (3)  Neither  Table  V  of  section  3  (a)  nor  Table  Y 
of  section  3  (b)  shall  apply  in  the  case  of  a  husband 
or  wife  filing  a  separate  return  if  the  tax  oi  the  other 
spouse  is  determined  with  regard  to  the  10-percent 
standard  deduction;  except  that  an  individual  described 
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in  section  141  (d)  (2)  may  elect  (under  regulations 
prescribed  by  the  Secretary  or  bis  delegate)  — 

“(A)  to  pay  the  tax  shown  in  Table  V  of 
section  3  (a)  in  lieu  of  the  tax  shown  in  Table  IV 
of  section  3(a),  and 

“  (B)  to  pay  the  tax  shown  in  Table  V  of 
section  3  (b)  in  lieu  of  the  tax  shown  in  Table  IV 
of  section  3  (b) . 

For  purposes  of  this  title,  an  election  under  the  pre¬ 
ceding  sentence  shall  be  treated  as  an  election  made 
under  section  141  (d)  (2) . 

“  (4)  For  purposes  of  this  subsection,  determination 
of  marital  status  shall  be  made  under  section  143.” 

(2)  Amendment  of  section  6014. — Section 
6014  (a)  (relating  to  income  tax  return — tax  not  com¬ 
puted  by  taxpayer)  is  amended  by  adding  at  the  end 
thereof  the  following  new  sentence:  “In  the  case  of  a 
married  individual  filing  a  separate  return  and  electing 
the  benefits  of  this  subsection,  neither  Table  V  in  section 
3  (a)  nor  Table  V  in  section  3  (b)  shall  apply.” 

(3)  Technical  amendments.— 

(A)  Subsection  (a)  of  section  4  (relating  to 
rules  for  optional  tax)  is  amended  by  striking  out 
“table”  and  inserting  in  lieu  thereof  “tables”. 

( B )  Section  4(f)  ( relating  to  cross  references ) 
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1  is  amended  by  adding  at  the  end  thereof  the  follow- 

2  ing  new  paragraph: 

“(4)  For  nonapplicability  of  Table  V  in  section  3(a) 
and  Table  V  in  section  3(b)  in  case  where  tax  is  not  com¬ 
puted  by  taxpayer,  see  section  6014(a) 

3  (c)  Effective  Date.— Except  for  purposes  of  section 

4  21  of  the  Internal  Revenue  Code  of  1954  (relating  to  effect 

5  of  changes  in  rates  during  a  taxable  year) ,  the  amendments 

6  made  by  this  section  shall  apply  to  taxable  years  beginning 

7  after  December  31,  1963. 

8  SEC.  302.  INCOME  TAX  COLLECTED  AT  SOURCE. 

9  (204>(a)-  Percentage  Method  of  Withholding. — Bub- 

10  section  -(a)-  of  section  3402  -(relating  te  requirement  of  with 

11  holding)-  is  amended  te  read  as  fellows : 

2  (o)  Requiremen t  of  Withholding . — Every  em- 

13  fdeyer  making  payment  ef  wages  shah  deduct  and  withhold 

14  upon  sueb  wages  -(except  as  provided  in  subsection  -(f)-)-  a 

15  tax  equal  te  the  following  percentage  ef  the  amount  hv 

16  which  the  wages  exceed  the  number  ef  withholding  exemp 

17  tions  claimed,  multiplied  by  the  amount  ef  one  such  exemp- 

18  tien  as  shewn  in  subsection  -(b)  (1)  : 

/ 
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1 

2 

3 

4 


4§  percent  m  the  ease  of  wages  paid  during 
the  calendar  year  -3-9-64 ,■  and 

“  (-)  44  percent  hr  the  ease  el  wages  paid  alter 
December  947  1964.: 


yt 


5  (a)  Percentage  Method  of  Withholding. — Sub- 

6  section  (a)  of  section  3402  (relating  to  requirement  of  with- 

7  holding)  is  amended  by  striking  out  “18  percent ”  and  insert - 

8  ing  in  lieu  thereof  “14  percent 

9  (205)-{bf  Wage  Bracket  -Withholding-: — Daragraph 

10  -ft-)-  el  seetien  940h-(e}-  -(-relating  te  wage  brneket  witbbebb 

11  leg)-  is  amended  te  read  as  lehowss 
“-(-4)  (A)  Wages  pat©  ©©ring  calendar  ©ear 

■H)e4- — At  the  eleetien  el  the  employer  with  respect  te 
any  empleyee7  the  empieyer  shah  dednet  and  withheld 
npen  the  wages  paid  te  sneh  empleyce  daring  the  eah 
endar  year  3  964  a  tax  determined  in  aecerdance  with 
the  lehewing  tables,-  whieh  shah  he  in  lien  el  the  tax 
retpbred  te  he  deducted  and  withheld  ander 
-fa}© 


12 

13 

14 

15 

16 

17 

18 
19 
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If  the  payroll  period  with  respect  to  an  employee  is  weekly 


And  the  wc^es  are — 


0 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10  or 

At  least— 

But  less 

more 

And  the  number  of  withholding  exemptions  claimed  is — 


The  amount  of  income  tax  to  be  withheld  shall  be — 
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$52 . 

$53  ... 

$53.. . . 

$54 . 

$54 . 

$55 

$55 _ 

$56  .. 

$56 . 

$57 . 

$57 . 

$58... 

$58 . 

$59 

$59. . . 

$60.. 

$60 . . 

$62 

$62 . . 

$64 . 

$64 _ 

$66 

$66 . 

$68.. . 

$68 _ 

$70. . 

$70 . . 

$72 . 

$72. . 

$74 . 

$74. . 

$76 . 

$76 . . 

$78 _ 

$78 _ 

$80 

$80 _ 

$82 . 

$82 _ 

$84 . 

$84 . . 

$86 . 

$86 _ 

$88 . 

$88. . 

$90. . 

$90 _ 

$92 _ 

$92 . 

$94 . 

$94. . 

$96.. . 

$96 . 

$98 _ 

$98. . 

$100... 

$100 . . 

$105 _ 

$105 _ 

$110 _ 

$110 . 

$115. . 

$115 . 

$120 . 

$120 _ 

$125 

$125 . 

$130 . 

$130 . . 

$135 

$135 . 

$140 . 

$140. 

$145 . 

$145 . 

$150 . 

$150 . . 

$160 _ 

$160 . . 

$170 _ 

$170 _ 

$180 . 

$180 . 

$190 

$190 . 

$200 . 

$200  and  over. 


.  15%  of 

$0 

$0 

$0 

$0 

$0 

$0 

$0 

$0 

$0 

$0 

wages 

.  $2.00 

.10 

0 

0 

0 

0 

0 

0 

0 

0 

0 

.  2.20 

.30 

0 

0 

0 

0 

0 

0 

0 

0 

0 

.  2.30 

.40 

0 

0 

0 

0 

0 

0 

0 

0 

0 

.  2.50 

.60 

0 

0 

0 

0 

0 

0 

0 

0 

0 

-  2.60 

.70 

0 

0 

0 

0 

0 

0 

0 

0 

0 

.  2.80 

.90 

0 

0 

0 

0 

0 

0 

0 

0 

0 

.  2.90 

1.00 

0 

0 

0 

0 

0 

0 

0 

0 

0 

.  3.10 

1.20 

0 

0 

0 

0 

0 

0 

0 

0 

0 

-  3.20 

1.30 

0 

0 

0 

0 

0 

0 

0 

0 

0 

.  3.40 

1.50 

0 

0 

0 

0 

0 

0 

0 

0 

0 

.  3.50 

1.60 

0 

0 

0 

0 

0 

0 

0 

0 

0 

-  3.70 

1.80 

0 

0 

0 

0 

0 

0 

0 

0 

0 

.  3.80 

1.90 

0 

0 

0 

0 

0 

0 

0 

0 

0 

4.00 

2.10 

.10 

0 

0 

0 

0 

0 

0 

0 

0 

4.10 

2.  20 

.30 

0 

0 

0 

0 

0 

0 

0 

0 

4.30 

2. 40 

.40 

0 

0 

0 

0 

0 

0 

0 

0 

4.40 

2. 50 

.60 

0 

0 

0 

0 

0 

0 

0 

0 

4.60 

2. 70 

.70 

0 

0 

0 

0 

0 

0 

0 

0 

4.70 

2. 80 

.90 

0 

0 

0 

0 

0 

0 

0 

0 

4.90 

3.  00 

1.00 

0 

0 

0 

0 

0 

0 

0 

0 

5.00 

3.10 

1.20 

0 

0 

0 

0 

0 

0 

0 

0 

5.20 

3. 30 

1.30 

0 

0 

0 

0 

0 

0 

0 

0 

5.30 

3.40 

1.50 

0 

0 

0 

0 

0 

0 

0 

0 

5.50 

3.60 

1.60 

0 

0 

0 

0 

0 

0 

0 

0 

5.60 

3.70 

1.80 

0 

0 

0 

0 

0 

0 

0 

0 

5.80 

3.90 

1.90 

0 

0 

0 

0 

0 

0 

0 

0 

5.90 

4.00 

2. 10 

.20 

0 

0 

0 

0 

0 

0 

0 

6.10 

4.20 

2.20 

.30 

0 

0 

0 

0 

0 

0 

0 

6.20 

4.30 

2.40 

.50 

0 

0 

0 

0 

0 

0 

0 

6  40 

4.50 

2.50 

.60 

0 

0 

0 

0 

0 

0 

0 

6.50 

4.60 

2.70 

.80 

0 

0 

0 

0 

0 

0 

0 

6.70 

4.80 

2.80 

.90 

0 

0 

0 

0 

0 

0 

0 

6.80 

4.90 

3. 00 

1. 10 

0 

0 

0 

0 

0 

0 

0 

7.00 

5. 10 

3. 10 

1.20 

0 

0 

0 

0 

0 

0 

0 

■  7. 10 

5.20 

3.30 

1.40 

0 

0 

0 

0 

0 

0 

0 

7.30 

5.40 

3.  40 

1.60 

0 

0 

0 

0 

0 

0 

0 

7.40 

5.50 

3.60 

1.70 

0 

0 

0 

0 

0 

0 

0 

7.60 

5.70 

3.70 

1.80 

0 

0 

0 

0 

0 

0 

0 

7.70 

5.80 

3.90 

2.00 

0 

0 

0 

0 

0 

0 

0 

7.90 

6.00 

4.00 

2. 10 

.20 

0 

0 

0 

0 

0 

0 

8. 00 

6. 10 

4.20 

2.30 

.30 

0 

0 

0 

0 

0 

0 

8.20 

6.  30 

4.30 

2.40 

.50 

0 

0 

0 

0 

0 

0 

8.30 

6.  40 

4.50 

2.60 

.60 

0 

0 

0 

0 

0 

0 

8.50 

6.60 

4.60 

2.70 

.80 

0 

0 

0 

0 

0 

0 

8.60 

6. 70 

4.80 

2.90 

.90 

0 

0 

0 

0 

0 

0 

8.80 

6.90 

4.90 

3.00 

1.10 

0 

0 

0 

0 

0 

0 

8.90 

7.00 

5. 10 

3.20 

1.20 

0 

0 

0 

0 

0 

0 

9.20 

7.20 

5.30 

3.  40 

1.50 

0 

0 

0 

0 

0 

0 

9.50 

7. 50 

5.60 

3.70 

1.80 

0 

0 

0 

0 

0 

0 

9.80 

7.80 

5.90 

4.00 

2. 10 

.10 

0 

0 

0 

0 

0 

10. 10 

8. 10 

6.20 

4.  30 

2.  40 

.40 

0 

0 

0 

0 

0 

10.  40 

8.  40 

6.50 

4.60 

2.70 

.70 

0 

0 

0 

0 

0 

10.70 

8.70 

6.80 

4.90 

3.00 

1.00 

0 

0 

0 

0 

0 

11.00 

9.00 

7. 10 

5.20 

3.30 

1.  30 

0 

0 

0 

0 

0 

11.30 

9.30 

7.  40 

5.  50 

3.60 

1.60 

0 

0 

0 

0 

0 

11.60 

9.60 

7.  70 

6.  80 

3.  90 

1.90 

0 

0 

0 

0 

0 

11.90 

9.  90 

8.00 

6. 10 

4.20 

2.  20 

.30 

0 

0 

0 

0 

12.20 

10.20 

8.  30 

6.  40 

4.  50 

2.  50 

.60 

0 

0 

0 

0 

12.  50 

10.  50 

8.  60 

6.  70 

4.80 

2.  80 

.90 

0 

0 

0 

0 

12.80 

10.  80 

8. 90 

7.00 

5. 10 

3. 10 

1.20 

0 

0 

0 

0 

13.10 

11. 10 

9.  20 

7.30 

5.  40 

3.  40 

1.50 

0 

0 

0 

0 

13.40 

11.40 

9.50 

7.  60 

5.  70 

3.  70 

1.80 

0 

0 

0 

0 

13.  70 

11.70 

9.  80 

7.  90 

6.00 

4.00 

2. 10 

.20 

0 

0 

o 

14.00 

12.00 

10. 10 

8.  20 

6.  30 

4.  30 

2. 40 

.50 

0 

0 

0 

14. 30 

12. 30 

10.  40 

8.50 

6.  60 

4.60 

2.70 

.80 

0 

0 

0 

14.  60 

12.  60 

10.70 

8.80 

6.  90 

4. 90 

3.00 

1.10 

0 

0 

0 

14.90 

12.  90 

11.00 

9. 10 

7.  20 

6.20 

3. 30 

1.40 

0 

0 

0 

15.  40 

13.  50 

11.50 

9.  60 

7.  70 

5.80 

3.  80 

1.90 

0 

0 

0 

16. 10 

14.20 

12.  30 

10.  40 

8.  40 

6.  50 

4.60 

2.70 

.70 

0 

0 

16.  90 

15.00 

13.00 

11.  10 

9.  20 

7.30 

5.30 

3.  40 

1.50 

0 

0 

17.  60 

15. 70 

13.  80 

11.90 

9.  90 

8.00 

6. 10 

4.20 

2.20 

.30 

0 

18.  40 

16.  50 

14.  50 

12.60 

10.70 

8.80 

6. 80 

4.  90 

3.00 

1. 10 

0 

19.10 

17.20 

15.30 

13.  40 

11.40 

9.  50 

7.60 

5.70 

3.  70 

1.80 

o 

19.  90 

18.00 

16.00 

14. 10 

12.20 

10.  30 

8.  30 

6.40 

4.50 

2.60 

.60 

20.  60 

18.  70 

16.80 

14.  90 

12.90 

11.00 

9. 10 

7.20 

5.20 

3.30 

1.40 

21.40 

19.50 

17.  50 

15.60 

13.  70 

11.80 

9.80 

7.90 

6.00 

4. 10 

2. 10 

22. 10 

20.20 

18.30 

16.  40 

14.  40 

12.50 

10. 60 

8.  70 

6.  70 

4. 80 

2.90 

23.  30 

21.30 

19.  40 

17.  50 

15.  60 

13.60 

11.70 

9.  80 

7.90 

5.  90 

4.00 

24.  80 

22.  80 

20. 90 

19.00 

17. 10 

15. 10 

13.20 

11.30 

9.  40 

7.  40 

6.50 

26.30 

24.30 

22.  40 

20.  50 

18.60 

16.60 

14.  70 

12.80 

10.  90 

8.90 

7.00 

27. 80 

25.  80 

23.  90 

22.00 

20. 10 

18.  10 

16. 20 

14.  30 

12.  40 

10.40 

8.  60 

29. 30 

27. 30 

25.40 

23.  50 

21.60 

19. 60 

17.  70 

15.80 

13.90 

11.90 

10.00 

15  percent  of  the  excess  over  $200  plus — 

30.00 

28. 10 

20. 20 

24.20 

22.  30 

20.40 

18.60 

1 

16.50 

14.60 

12.70 

10.80 

3926 


“If  the  payroll  period  with  respect  to  an  employee  is  biweekly 


And  the  wages  are — 


And  the  number  of  withholding  exemptions  claimed  is — 


At  least — 


$0 . 

$28 . 

$28 . 

$30 . 

$32 . 

$34 . 

$36 . 

$38 . 

$40 . 

$42 . 

$44 . 

$46 . 

$48 . . 

$50 . 

$52 . 

$64 . 

$56 . 

$58 . 

$60 . 

$62 . 

$64 . 

$66 . 

$68 . 

$70 . 

$72 . 

$74... . 

$76 . 

$78... . 

$80... . 

$82 . 

$84 . 

$86... . 

$88.. . 

$90... . 

$92 . 

$94 . 

$96... . 

$98 . 

$100 . 

$102 . 

$104. . 

$106 _ 

$108 _ 

$110 . . 

$112. . 

$114.. . 

$116. . 

$118 . 

$120 _ 

$124 . 

$128 _ 

$132 . 

$136 _ 

$140 . 

$144 . 

$148 . 

$152 . 

$156 . 

$160.. . 

$164.. . 

$168 . 

$172. . 

$176 _ 

$180 . 

$184. . 

$188 . 

$192 . 

$196 . 

$200 . 

$210 . 

$220 . 

$230 _ 

$240 . 

$250 _ 

$260 . 

$270 . 

$280 . 

$290 . . 

$300 . 

$320. . 

$340 . 

$360 . 

$380 . 


But  less 
than — 

0 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10  or 
more 

The  amount  of  income  tax  to  be  withheld  shall  be — 

$26 . 

15%  Of 
wages 

$0 

$0 

$0 

$0 

$0 

$0 

$0 

$0 

$0 

$0 

$28 . 

$4.10 

.20 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$30 . 

4.40 

.60 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$32 . 

4.  70 

.80 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$34 . 

5.00 

1.10 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$36. . 

5. 30 

1.40 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$38 . 

5.60 

1.70 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$40 . 

5.  90 

2.00 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$42 . 

6.20 

2.  30 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$44 _ 

6.  50 

2.  60 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$46 . . 

6.  80 

2.  90 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$48. . 

7. 10 

3.20 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$50. . 

7.  40 

3.50 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$52 . 

7.  70 

3.  80 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$54. . 

8.00 

4. 10 

.30 

0 

0 

0 

0 

0 

0 

0 

0 

$56 . 

8. 30 

4.40 

.60 

0 

0 

0 

0 

0 

0 

0 

0 

$58 . . 

8. 60 

4.70 

.90 

0 

0 

0 

0  V 

0 

0 

0 

0 

$60 . 

8.  90 

5.00 

1.20 

0 

0 

0 

0 

0 

0 

0 

0 

$62 . 

9.20 

5.30 

1.50 

0 

0 

0 

0 

0 

0 

0 

0 

$64 . 

9.50 

6.60 

1.80 

0 

0 

0 

0 

0 

0 

0 

0 

$66 _ 

9.  80 

5.  90 

2. 10 

0 

0 

0 

0 

0 

0 

0 

0 

$68 _ 

10. 10 

6. 20 

2.  40 

0 

0 

0 

0 

0 

0 

0 

0 

$70 . 

10.40 

6.  50 

2.  70 

0 

0 

0 

0 

0 

0 

0 

0 

$72 . 

10.  70 

6.80 

3.00 

0 

0 

0 

0 

0 

0 

0 

0 

$74. . 

11.00 

7. 10 

3.30 

0 

0 

0 

0 

0 

0 

0 

0 

$76. . 

11.30 

7.40 

3.60 

0 

0 

0 

0 

0 

0 

0 

0 

$78 . 

11.60 

7.  70 

3.90 

0 

0 

0 

0 

0 

0 

0 

0 

$80 . . 

11.90 

8.00 

4.20 

.30 

0 

0 

0 

0 

0 

0 

0 

$82. . 

12. 20 

8. 30 

4.50 

.60 

0 

0 

0 

0 

0 

0 

0 

$84 _ 

12.50 

8.60 

4.80 

.90 

0 

0 

0 

0 

0 

0 

0 

$86.. . 

12.80 

8. 90 

5. 10 

1.20 

0 

0 

0 

0 

0 

0 

0 

$88 . 

13. 10 

9.20 

5. 40 

1.50 

0 

0 

0 

0 

0 

0 

0 

$90. . 

13.40 

9.50 

5.  70 

1.80 

0 

0 

0 

0 

0 

0 

0 

$92. . 

13.  70 

9. 80 

6.00 

2. 10 

0 

0 

0 

0 

0 

0 

0 

$94 . 

14. 00 

10.10 

6. 30 

2.40 

0 

0 

0 

0 

0 

0 

0 

$96 . . 

14.30 

10.40 

6.60 

2.  70 

0 

0 

0 

0 

0 

0 

0 

$98 . 

14.60 

10.70 

6.90 

3.00 

0 

0 

0 

0 

0 

0 

0 

$100 _ 

14.90 

11.00 

7. 20 

3.30 

0 

0 

0 

0 

0 

0 

0 

$102 . 

15. 20 

11.30 

7.  50 

3.60 

0 

0 

0 

0 

0 

0 

0 

$104 _ 

15.  50 

11.60 

7.80 

3.90 

.10 

0 

0 

0 

0 

0 

0 

$106. . 

15.80 

11.90 

8. 10 

4.20 

.40 

0 

0 

0 

0 

0 

0 

$108. . 

16. 10 

12.20 

8.40 

4.50 

.70 

0 

0 

0 

0 

0 

0 

$110 . . 

16.  40 

12.50 

8.  70 

4.80 

1.00 

0 

0 

0 

0 

0 

0 

$112 . . 

16.70 

12.80 

9.00 

5. 10 

1.30 

0 

0 

0 

0 

0 

0 

$114 _ 

17.00 

13.10 

9.30 

5. 40 

1.60 

0 

0 

0 

0 

0 

0 

$116. . 

17.30 

13.40 

9.60 

5. 70 

1.90 

0 

0 

0 

0 

0 

0 

$118 . . 

17.60 

13.70 

9.90 

6.00 

2.20 

0 

0 

0 

0 

0 

0 

$120 . 

17.90 

14.00 

10.20 

6.30 

2.50 

0 

0 

0 

0 

0 

0 

$124 . 

18.  30 

14.50 

10.60 

6.80 

2.90 

0 

0 

0 

0 

0 

0 

$128 . 

18.90 

15.10 

11.20 

7. 40 

3.50 

0 

0 

0 

0 

0 

0 

$132. . 

19.  50 

15.70 

11.80 

8.00 

4. 10 

.30 

0 

0 

0 

0 

0 

$136 _ 

20.10 

16. 30 

12.40 

8.60 

4.  70 

.90 

0 

0 

0 

0 

0 

$140. . 

20.  70 

16.90 

13.00 

9.20 

5.30 

1.50 

0 

0 

0 

0 

0 

$144. . 

21.30 

17.50 

13.60 

9.80 

5.90 

2.10 

0 

0 

0 

0 

0 

$148 _ 

21.90 

18.10 

14.20 

10.40 

6.50 

2. 70 

0 

0 

0 

0 

0 

$152. . 

22.  50 

18.  70 

14.80 

11.00 

7. 10 

3.  30 

0 

0 

0 

0 

0 

$156. . 

23.  10 

19.30 

15.40 

11.60 

7.70 

3.90 

0 

0 

0 

0 

0 

$160 . 

23.70 

19.90 

16.00 

12.20 

8.30 

4.50 

.60 

0 

0 

0 

0 

$164 . 

24.30 

20.50 

16.60 

12.  80 

8.90 

5. 10 

1.20 

0 

0 

0 

0 

$168 . 

24.90 

21. 10 

17.20 

13.  40 

9.50 

5.70 

1.80 

0 

0 

0 

0 

$172. . 

25.50 

21.70 

17.  80 

14.00 

10.  10 

6.30 

2.  40 

0 

0 

0 

0 

$176 . 

26. 10 

22.30 

18.  40 

14.60 

10.  70 

6.90 

3.00 

0 

0 

0 

0 

$180. . 

26.70 

22.90 

19. 00 

15.20 

11.30 

7.50 

3.60 

0 

0 

0 

0 

$184 . 

27.  30 

23.50 

19.60 

15.80 

11.90 

8. 10 

4.20 

.40 

0 

0 

0 

$188. . 

27.90 

24. 10 

20.20 

16.40 

12.  50 

8.70 

4.80 

1.00 

0 

0 
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‘If  the  payroll  period  with  respect  to  an  employee  is  semimonthly 
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“If  the  payroll  period  with  respect  to  an  employee  is  monthly 
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$184 . 

27. 30 

19.00 

10.60 

2. 30 

0 

0 

o 

o 

o 

o 

$184 . 

$188 . 

27.90 

19.60 

11.20 

2.90 

0 

0 

0 

0 

0 

0 

$188 . 

$192 _ 

28.  50 

20.  20 

11.80 

3.  50 

0 

0 

0 

0 

o 

o 

o 

$192 . 

$196 . 

29. 10 

20.80 

12.40 

4. 10 

0 

0 

0 

0 

0 

0 

0 

$196 . 

$200 _ 

29.  70 

21.40 

13.00 

4.  70 

0 

0 

o 

0 

o 

0 

o 

o 

$200  . 

$204 _ 

30. 30 

22.00 

13.60 

5.30 

0 

0 

0 

o 

o 

o 

$204 

$208 . . 

30.  90 

22.60 

14.20 

5.90 

0 

0 

0 

0 

o 

o 

o 

$208 . 

$212 . 

31.50 

23.20 

14.80 

6.  50 

0 

0 

0 

0 

0 

o 

o 

$212 . 

$216 . 

32. 10 

23.80 

15.40 

7. 10 

0 

0 

0 

0 

0 

0 

o 

$216 . 

$220 . 

32.  70 

24.40 

16.00 

7.70 

0 

0 

0 

0 

0 

o 

0 

o 

$220 . 

$224 . 

33. 30 

25. 00 

16.60 

8. 30 

0 

0 

0 

0 

0 

0 

$224  . 

$228 . 

33.90 

25.60 

17.20 

8.90 

.60 

0 

0 

0 

0 

o 

o 

$228. . 

$232 . 

34.50 

26.20 

17.80 

9.50 

1.20 

0 

0 

0 

0 

0 

0 

$232 . 

$236 . 

35. 10 

26.80 

18.  40 

10. 10 

1.80 

0 

0 

0 

0 

0 

0 

$236 . 

$240 . 

35.70 

27. 40 

19.00 

10.  70 

2.  40 

0 

0 

0 

0 

0 

0 

$240 . 

$248 . 

36.60 

28.  30 

19.90 

11.60 

3.  30 

0 

0 

0 

0 

0 

0 

$248 . 

$256 . 

37.80 

29.50 

21.10 

12.80 

4.  50 

0 

0 

0 

0 

0 

0 

$256 . 

$264 _ 

39.00 

30.  70 

22.  30 

14.00 

5.70 

0 

0 

0 

0 

o 

o 

$264 . 

$272 . 

40.20 

31.90 

23.50 

15.20 

6.90 

0 

0 

0 

0 

0 

0 

$272 . 

$280 _ 

41.40 

33. 10 

£4. 70 

16.  40 

8. 10 

0 

0 

0 

0 

0 

o 

$280 . 

$288 . 

42.60 

34.  30 

25.90 

17.60 

9.30 

.90 

0 

0 

0 

o 

o 

$288 . 

$296 . 

43.80 

35.  50 

27. 10 

18.80 

10.50 

2. 10 

0 

0 

0 

0 

0 

$296  . 

$304 _ 

45.00 

36.  70 

28. 30 

20.00 

11.70 

3.30 

0 

0 

0 

0 

0 

$304 . 

$312 . 

46.20 

37.90 

29.50 

21.20 

12.  90 

4.50 

0 

0 

0 

0 

0 

$312 . 

$320 _ 

47.  40 

39. 10 

30.  70 

22. 40 

14. 10 

6.  70 

0 

0 

0 

0 

0 

$320 . 

$328 . . 

48.60 

40.  30 

31.90 

23.60 

15.30 

6.90 

0 

0 

0 

0 

0 

$328 . 

$336 . 

49.  80 

41.50 

33. 10 

24.80 

16.50 

8. 10 

0 

0 

0 

0 

0 

$336 . 

$344 . 

51.00 

42.70 

34.  30 

26.00 

17.70 

9.30 

1.00 

0 

0 

0 

0 

$344  . 

$352 _ 

52.20 

43.90 

35.50 

27.20 

18. 90 

10.50 

2.  20 

0 

0 

0 

0 

$352 . 

$360 _ 

53.  40 

45. 10 

36.70 

28. 40 

20. 10 

11.70 

3.  40 

0 

0 

0 

0 

$360 . 

$368 . 

54.60 

46.  30 

37.90 

29.60 

21.30 

12.90 

4.60 

0 

0 

0 

0 

$368 . 

$376 . 

55.80 

47.  50 

39. 10 

30.80 

22.50 

14.  10 

5.80 

0 

0 

0 

0 

$376 . 

$384 _ 

57.00 

48.70 

40. 30 

32.00 

23.70 

15.30 

7.00 

0 

0 

0 

0 

$384 _ 

$392 . 

58. 20 

49.90 

41.50 

33.20 

24.90 

16.50 

8.20 

0 

0 

0 

0 

$392 . 

$400. . 

59.40 

51.10 

42.  70 

34.  40 

26. 10 

17.70 

9.40 

1.10 

0 

0 

0 

$400 . 

$420 . . 

61.50 

53. 20 

44. 80 

36.  50 

28.  20 

19.80 

11.50 

3.20 

0 

0 

0 

$420 . 

$440 . 

64.50 

56. 20 

47.80 

39.50 

31.20 

22.80 

14. 50 

6.  20 

0 

0 

0 

$440 . 

$460 . . 

67.50 

59.20 

50. 80 

42. 50 

34.20 

25.  80 

17.50 

9. 20 

.80 

0 

0 

$460 . 

$480 . 

70.  50 

62.  20 

53.80 

45.50 

37. 20 

28.80 

20. 50 

12. 20 

3.80 

0 

0 

$480 . . 

$500 . . 

73.50 

65. 20 

56. 80 

48. 50 

40.20 

31.80 

23.50 

15.20 

6.80 

0 

0 

$500 . 

$520 . 

76.50 

68.20 

59.80 

51.50 

43.20 

34.80 

26.  50 

18.20 

9.80 

1.50 

0 

$520 . . 

$540 _ 

79.50 

71.20 

62.  80 

54.50 

46.  20 

37.80 

29.50 

21.20 

12.80 

4.50 

0 

$540 . . 

$560 _ 

82.50 

74.  20 

65.80 

57.50 

49.20 

40.80 

32.50 

24.20 

15. 80 

7.50 

0 

$560 . 

$580 _ 

85.50 

77. 20 

68.80 

60. 50 

52. 20 

43.80 

35.50 

27. 20 

18. 80 

10.  50 

2.20 

$580 . 

$600 . 

88.  50 

80. 20 

71.80 

63.50 

55.20 

46.80 

38.50 

30.  20 

21.80 

13.  50 

5.20 

$600  . . 

$640 . 

93.00 

84.70 

76.30 

68.00 

59.  70 

51.30 

43.00 

34.70 

26.30 

18.00 

9. 70 

$640 

$680 _ 

99.00 

90.  70 

82. 30 

74.00 

65.  70 

57.30 

49.00 

40.  70 

32. 30 

24.00 

15.  70 

$680 . 

$720 . . 

105.00 

96.  70 

88.  30 

80. 00 

71.70 

63.30 

55. 00 

46.  70 

38.30 

30.00 

21.70 

$720 . 

$760 . 

111.00 

102.  70 

94. 30 

86.00 

77.  70 

69.30 

61.00 

52.  70 

44.30 

36.00 

27.70 

$760 . 

$800 _ 

117.  00 

108.  70 

100. 30 

92.00 

83.  70 

75.30 

67.00 

58.  70 

50. 30 

42.00 

33.  70 

$800 _ 

$840 _ 

123.00 

114.  70 

106.  30 

98.00 

89.  70 

81.30 

73.00 

64.  70 

56.30 

48. 00 

39.  70 

$840 . . 

$880 . 

129.00 

120.  70 

112. 30 

104.  00 

95.  70 

87.30 

79.00 

70.  70 

62.  30 

54.00 

45.  70 

$880 . 

$920 _ 

135.00 

126.  70 

118. 30 

110. 00 

101.  70 

93.30 

85.00 

76.  70 

68. 30 

60. 00 

51.70 

$920 . 

$960 . 

141.00 

132.  70 

124.30 

116.  00 

107.  70 

99.30 

91.00 

82.70 

74.30 

66. 00 

67.  70 

$960 . 

$1,000.... 

147.00 

138. 70 

130. 30 

122.  00 

113.70 

105.30 

97. 00 

88.70 

80. 30 

72.00 

63.  70 

15  percent  of  the  excess  over  $1,000  plus- 

$1,000  and  over . 

160.00 

141. 70 

133.30 

125.00 

116.  70 

108.30 

100.00 

91.70 

83.30 

75.00 

66.70 

3929 


384 


^“If  the  payroll  period  with  respect  to  an  employee  is  a  daily  payroll  period  or  a 

miscellaneous  payroll  period — 


And  the  wages 
divided  by  the  num- 

And  the  number  of  withholding  exemptions  claimed  is — 

her  of  da 
perioc 

’a  In  such 
are — 

0 

1 

2 

3 

4 

6 

6 

7 

8 

9 

10  or 
more 

At  least — 

But  less 

The  amount  of  tax  to  be  withheld  shall  be  the  following  amount  multiplied  by 

than— 

the  number  of  days  in  such  period — 

16%  of 

$0 . 

$2.00 _ 

wages 

$0 

$0 

$0 

$0 

$0 

$0 

$0 

$0 

$0 

$0 

$2.00  _ 

$2.25 . 

$0.30 

.05 

o 

o 

o 

o 

o 

o 

o 

o 

0 

$2.25 . 

$2.50 _ 

.35 

.10 

o 

0 

o 

o 

o 

o 

o 

o 

o 

$2.50 . 

$2.75 . 

.40 

.10 

0 

0 

0 

o 

o 

o 

o 

o 

o 

$2.75  . 

$3.00 . 

.45 

.15 

o 

o 

o 

o 

o 

o 

o 

o 

o 

$3.00 . 

$3.25 . 

.45 

.20 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$3.25 . 

$3.50 _ 

.  50 

.25 

o 

o 

o 

o 

o 

o 

o 

o 

o 

$3.50 _ 

$3.76 . 

.55 

.25 

o 

o 

0 

o 

o 

o 

o 

o 

o 

$3.75 . 

$4.00 . 

.60 

.30 

.05 

o 

o 

o 

o 

o 

o 

o 

o 

$4.00 _ 

$4.25 . 

.60 

.35 

.05 

o 

o 

o 

o 

o 

o 

o 

o 

$4.25 . 

$4.50 . 

.65 

.40 

.10 

0 

0 

0 

0 

0 

0 

0 

0 

$4.50 . 

$4.75 . 

.70 

.40 

.15 

0 

0 

0 

0 

o 

0 

0  « 

o 

$4.75 . 

$5.00 . 

.75 

.45 

.20 

0 

0 

0 

0 

0 

0 

0 

0 

$5.00 . . 

$5.25 . 

.75 

.50 

.20 

0 

0 

0 

0 

0 

0 

0 

0 

$5.25 . 

$5.50 _ 

.80 

.55 

.25 

0 

0 

0 

0 

0 

0 

0 

0 

$5.50 _ 

$5.75 . 

.85 

.  55 

.30 

o 

o 

o 

o 

o 

o 

o 

o 

$5.75 . 

$6.00 . 

.90 

.60 

.  35 

.05 

o 

o 

o 

o 

o 

o 

o 

$6.00 . 

$6.25 . 

.90 

.65 

.35 

.10 

0 

0 

0 

0 

0 

0 

0 

$6.25 . 

$6.50 _ 

.95 

.70 

.40 

.15 

0 

o 

o 

o 

o 

o 

o 

$6.50 . 

$6.75 . 

1.00 

.70 

.45 

.15 

o 

6 

o 

o 

o 

o 

o 

$6.75 . 

$7.00 . 

1.05 

.75 

.50 

.20 

0 

0 

0 

0 

0 

0 

0 

$7.00 _ 

$7.25 _ 

1.05 

.80 

.50 

.25 

0 

0 

0 

o 

o 

o 

o 

$7.25 . 

$7.50 . 

1.10 

.85 

.55 

.30 

0 

0 

0 

0 

0 

0 

0 

$7.50 . 

$7.75 _ 

1. 15 

.85 

.60 

.30 

.05 

o 

o 

o 

o 

o 

o 

$7.75 . 

$8.00 . 

1.20 

.90 

.65 

.35 

.10 

0 

0 

0 

0 

0 

0 

$8.00 . 

$8.25 . 

1.20 

.95 

.65 

.40 

.10 

0 

0 

0 

0 

0 

0 

$8.25 . 

$8.50 . 

1.25 

1.00 

.70 

.45 

.15 

0 

0 

0 

0 

0 

0 

$8.50 . 

$8.75 _ 

1.30 

1.  00 

.75 

.45 

.20 

o 

o 

o 

o 

o 

o 

$8.75 . 

$9.00 . 

1.35 

1.05 

.80 

.50 

.25 

0 

0 

0 

0 

0 

0 

$9.00 . . 

$9.25 . 

1.35 

1. 10 

.80 

.  55 

.25 

o 

o 

o 

o 

o 

o 

$9.25 . 

$9.50 . 

1.40 

1. 15 

.85 

.60 

.30 

.05 

0 

0 

0 

0 

0 

$9.50 _ 

$9.75..... 

1.45 

1. 15 

.90 

.60 

.35 

.05 

0 

0 

0 

0 

0 

$9.75 _ 

$10.00 _ 

1.50 

1.20 

.95 

.65 

.40 

.10 

0 

0 

0 

0 

0 

$10.00 _ 

$10.50 _ 

1.55 

1.25 

1.00 

.70 

.45 

.15 

0 

0 

0 

0 

0 

$10.50 . 

$11.00 - 

1.60 

1.35 

1.05 

.80 

.50 

.25 

0 

0 

0 

0 

0 

$11.00 _ 

$11.50.... 

1.70 

1.40 

1. 15 

.85 

.60 

.30 

.05 

0 

0 

0 

0 

$11.50 . 

$12.00 _ 

1.75 

1.50 

1.20 

.95 

.65 

.40 

.10 

0 

0 

0 

0 

$12.00 _ 

$12.50 _ 

1.85 

1.  55 

1.30 

1.00 

.75 

.45 

.20 

0 

0 

0 

0 

$12.50 . 

$13.00 _ 

1.90 

1.65 

1.35 

1. 10 

.80 

.65 

.25 

0 

0 

0 

0 

$13.00 _ 

$13.50 _ 

2.  00 

1.  70 

1.45 

1.15 

.90 

.60 

.35 

.05 

0 

0 

0 

$13.50 . 

$14.00 _ 

2. 05 

1.80 

1.50 

1.25 

.95 

.70 

.40 

.15 

0 

0 

0 

$14.00 . 

$14.50 _ 

2. 15 

1.85 

1.60 

1.  30 

1. 05 

.75 

.50 

.20 

0 

0 

0 

$14.60 . 

$15.00 _ 

2.20 

1.95 

1.  65 

1.40 

1. 10 

.85 

.65 

.30 

0 

0 

0 

$15.00 _ 

$15.50 _ 

2.  30 

2.00 

1.  75 

1.  45 

1.20 

.90 

.65 

.35 

.10 

0 

0 

$15.50 . 

$16.00 _ 

2.35 

2. 10 

1.80 

1.  55 

1.25 

1.00 

.70 

.45 

.15 

0 

0 

$16.00 . 

$16.50 _ 

2.  45 

2. 15 

1.90 

1.60 

1.35 

1.05 

.80 

.50 

.25 

0 

0 

$16.50 . 

$17.00 _ 

2.  50 

2.25 

1.95 

1.  70 

1.40 

1. 15 

.85 

.60 

.30 

.05 

0 

$17.00 _ 

$17.50 _ 

2.60 

2.30 

2. 05 

1.75 

1.50 

1.20 

.95 

.65 

.40 

.10 

0 

$17.50 _ 

$18.00 - 

2.65 

2. 40 

2. 10 

1.85 

1.  55 

1.30 

1.00 

.75 

.45 

.20 

0 

$18.00 _ 

$18.50 _ 

2.  75 

2.  45 

2.20 

1.90 

1.65 

1.35 

1. 10 

.80 

.55 

.25 

0 

$18.50 . 

$19.00 _ 

2.80 

2.  55 

2.25 

2.00 

1.70 

1.45 

1. 15 

.90 

.60 

.35 

.05 

$19.00 _ 

$19.50 _ 

2.90 

2.  60 

2.35 

2. 05 

1.80 

1.50 

1.25 

.95 

.70 

.40 

.15 

$19.50 . 

$20.00 _ 

2.  95 

2.70 

2.  40 

2. 15 

1.85 

1.60 

1.30 

1.05 

.75 

.50 

.20 

$20.00 _ 

$21.00 _ 

3. 10 

2.  80 

2.  55 

2.25 

2.00 

1.70 

1.45 

1. 15 

.90 

.60 

.35 

$21.00 . 

$22.00 _ 

3.  25 

2.  95 

2.70 

2.  40 

2. 15 

1.85 

1.60 

1.30 

1.05 

.75 

.50 

$22.00 _ 

$23.00 _ 

3.  40 

3. 10 

2.85 

2.55 

2.30 

2.00 

1.75 

1.  45 

1.20 

.90 

.65 

$23.00 . 

$24.00 _ 

3.  55 

3.25 

3.00 

2.  70 

2.  45 

2.  15 

1.90 

1.60 

1.35 

1.05 

.80 

$24.00 _ 

$25.00 _ 

3.  70 

3.  40 

3.15 

2.85 

2.60 

2.  30 

2.05 

1.75 

1.50 

1.20 

.95 

$25.00 _ 

$26.00 _ 

3.85 

3.  55 

3.  30 

3.00 

2.  75 

2.  45 

2.20 

1.90 

1.65 

1.35 

1.10 

$26.00 _ 

$27.00 _ 

4.00 

3.70 

3.45 

3. 15 

2.90 

2.60 

2.35 

2.05 

1.80 

1.50 

1.25 

$27.00 . 

$28.00 _ 

4. 15 

3.85 

3.60 

3.30 

3.05 

2.  75 

2.50 

2.20 

1.95 

1.65 

1.40 

$28.00 _ 

$29.00 _ 

4.  30 

4.00 

3.  75 

3.  45 

3.20 

2. 90 

2.65 

2.35 

2.10 

1.80 

1.55 

$29.00 . 

$30.00 _ 

4.  45 

4. 15 

3.  90 

3.60 

3.35 

3.05 

2.80 

2.50 

2.25 

1.95 

1.70 

15  percent  of  the  excess  over  $30  plus — 

$30  and  over . 

4.50 

4.25 

3.95 

3.70 

3. 40 

3. 15 

2.85 

2.60 

2.30 

2.05 

1. 76 

3930 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 
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W AGES  PAfD  AFTER  DECEMBER  1904; — 

At  the  election  of  the  employer  with  respect  to  any 
employee,  the  employer  shah  deduct  and  withhold  upon 
the  wages  paid  to  sue h  employee  alter  December  34^ 
4-964,  a  ta®  determined  in  aeeordancc  with  the  follow 
mg  tables,  which  shall  he  in  lieu  of  the  ta®  required  to  he 
dedueted  and  withhold  under  subsection  -(a 
(b)  Wage  Bracket  Withholding. — Paragraph  (1) 
of  section  3402(c)  (relating  to  wage  bracket  withholding)  is 
amended  to  read  as  follows : 

“(1)  At  the  election  of  the  employer  with  respect  to 
any  employee ,  the  employer  shall  deduct  and  withhold 
upon  the  wages  paid  to  such  employee  a  tax  determined 
in  accordance  with  the  following  tables ,  which  shall  be 
in  lieu  of  the  tax  required  to  be  deducted  and  withheld 
under  subsection  (a): 


3931 


386 


“If  the  payroll  period  with  respect  to  an  employee  is  weekly — 


And  the  wages  are — 


At  least— 


$0. 


$13 . 

$14 . 

$15 . 

$16 . 

$17 . 

$18 . 

$19 . 

$20 . 

$21 . 

$22 . 

$23 . 

$24 . . 

$25 . . 

$26 . . 

$27 . . 

$28 . . 

$29 . . 

$30 . 

$31 . . 

$32 . . 

$33 . . 

$34 . 

$35 . 

$36 . 

$37 . 

$38 . 

$39 . 

$40 . 

$41 . 

$42 . 

$43 . 

$44 . 

$45 . 
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“If  the  payroll  period  with  respect  to  an  employee  is  semimonthly- 
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“If  the  payroll  period  with  respect  to  an  employee  is  monthly — 
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10.50 

2.70 

0 

0 

0 

0 

o 

o 

o 

$188..  .. 

$192 . 

26.60 

18. 80 

11.00 

3. 30 

0 

0 

0 

0 

o 

o 

o 

$192 . 

$196 . 

27. 20 

19.  40 

11.60 

3.  80 

0 

0 

0 

0 

o 

o 

o 

$196 . 

$200 . 

27. 70 

19.90 

12.20 

4.40 

0 

0 

0 

0 

0 

o 

o 

S200 

$204 . 

28.30 

20.50 

12. 70 

4.90 

0 

0 

0 

o 

o 

o 

o 

$204 . 

$208 _ 

28. 80 

21. 10 

13.30 

5.50 

0 

0 

0 

0 

0 

0 

o 

$208 . 

$212 . 

29.40 

21.60 

13.80 

6. 10 

0 

0 

0 

0 

o 

o 

o 

S212. 

$216 . 

30.00 

22. 20 

14.40 

6.60 

0 

0 

0 

0 

0 

0 

0 

$216 . 

$220 . 

30.50 

22.70 

15.00 

7.20 

0 

0 

0 

0 

0 

o 

o 

$220.. . 

$224 . 

31. 10 

23.30 

15.60 

7.  70 

0 

0 

0 

0 

0 

0 

0 

$224 - 

$228. . 

31.60 

23.90 

16.10 

8. 30 

.50 

0 

0 

0 

0 

0 

0 

$228 . 

$232 . 

32.20 

24.40 

16. 60 

8.90 

1.10 

0 

0 

0 

0 

0 

0 

$2.32 

$236 . 

32.  80 

25.00 

17. 20 

9.  40 

1.60 

0 

0 

0 

0 

0 

o 

$236 

$240 . 

33.30 

25. 50 

17.80 

10.00 

2.20 

0 

0 

0 

0 

0 

0 

$240 . 

$248 . 

34. 20 

26.40 

18.60 

10.80 

3.00 

0 

0 

0 

0 

0 

0 

$248 . 

$256 _ 

35.  30 

27.50 

19.  70 

11.90 

4.  20 

0 

0 

0 

0 

0 

0 

$256 . 

$264 . 

36. 40 

28.60 

20.80 

13.10 

5.30 

0 

0 

0 

0 

6 

0 

$264 

$272 . 

37. 50 

29.70 

22.00 

14. 20 

6.40 

0 

0 

0 

0 

0 

0 

$272 

$280 . 

38.60 

30.90 

23. 10 

15.30 

7.50 

0 

0 

0 

0 

0 

0 

$280 . 

$288 . . 

39.80 

32.00 

24.20 

16.  40 

8.60 

.90 

0 

0 

0 

0 

0 

$288 . 

$296 . 

40.  90 

33. 10 

25.30 

17.  50 

9.80 

2.00 

0 

0 

0 

0 

0 

$296 . 

$304 . 

42.00 

34.20 

26.40 

18.70 

10.90 

3. 10 

0 

0 

0 

0 

0 

$304 . 

$312 . 

43. 10 

35. 30 

27.60 

19. 80 

12. 00 

4.20 

0 

0 

0 

0 

0 

$312 . 

$320 . 

44. 20 

36.50 

28. 70 

20. 90 

13.10 

5.40 

0 

0 

0 

0 

0 

$320 _ 

$328 . 

45.40 

37.  60 

29.80 

22.00 

14.20 

6.50 

0 

0 

0 

0 

0 

$328 . 

$336 . 

46.  60 

38.  70 

30.90 

23. 10 

15.40 

7.60 

0 

0 

0 

0 

0 

$336 . 

$344 . 

47.60 

39.80 

32.00 

24.30 

16. 60 

8.  70 

.90 

0 

0 

0 

0 

$344 . 

$352 . 

48. 70 

40. 90 

33.20 

25.  40 

17.60 

9.80 

2. 10 

0 

0 

0 

0 

$352 . 

$360 . 

49.80 

42.10 

34.30 

26.60 

18.70 

11.00 

3.20 

0 

0 

0 

o 

$360 . 

$368 . 

51.00 

43.20 

35.40 

27.60 

19.80 

12.10 

4. 30 

0 

0 

0 

0 

$368  . 

$376 . 

62.10 

44.30 

36.50 

28.70 

21.00 

13.20 

5.  40 

0 

0 

0 

0 

$376 . 

$384 _ 

53.20 

45.40 

37.60 

29.90 

22.10 

14.  30 

6.60 

.0 

0 

0 

0 

$384 . . 

$392 . 

54.30 

46.50 

38.80 

31.00 

23.20 

15.40 

7.70 

0 

0 

0 

0 

$392 . 

$400 . 

55.40 

47.70 

39.90 

32.10 

24.30 

16.60 

8.80 

1.00 

0 

0 

0 

$400 . 

$420 _ 

67.40 

49.60 

41.80 

34.10 

26.30 

18.50 

10.70 

3.00 

0 

0 

0 

$420 

$440 . 

60.20 

52.40 

44.60 

36.90 

29. 10 

21.30 

13.50 

5.80 

0 

0 

0 

$440 . 

$460 . 

63.00 

55.20 

47.40 

39.70 

31.90 

24. 10 

16.30 

8.60 

.80 

0 

0 

$460 . . 

$480. . 

65.80 

58.00 

50.  20 

42.50 

34.70 

26.90 

19.10 

11.40 

3.60 

0 

0 

$480 . 

$500 . 

68.60 

60.80 

53.00 

45.30 

37.60 

29.70 

21.90 

14.20 

6.40 

0 

0 

$500 . 

$520. . 

71.40 

63.60 

65.80 

48. 10 

40.30 

32.50 

24.70 

17.00 

9.20 

1.40 

0 

$520 . 

$540 _ 

74.20 

66.40 

58.60 

50.90 

43. 10 

35.30 

27.50 

19.80 

12.00 

4.20 

0 

$540 _ 

$560 . 

77.00 

69.20 

61.40 

53.70 

45.90 

38. 10 

30.  30 

22.60 

14.80 

7.00 

0 

$560 _ 

$580 . 

79.80 

72.00 

64.20 

56.50 

48.70 

40.90 

33. 10 

25.40 

17.60 

9.80 

2.00 

$580 . 

$600 _ 

82.60 

74.80 

67.00 

59.30 

51.50 

43.70 

35.90 

28.20 

20.40 

12.60 

4.80 

$600 

$640 . 

86.80 

79.00 

71.20 

63.50 

65.70 

47.90 

40. 10 

32. 40 

24.60 

16.80 

9.00 

$640 . 

$680 . 

92.40 

84.60 

76.80 

69. 10 

61.30 

53.50 

45.70 

38.00 

30.20 

22.40 

14.60 

$680  ... 

$720 _ 

98.00 

90.20 

82. 40 

74.70 

66.90 

59.10 

51.30 

43.60 

35.80 

28.00 

20.20 

$720 . 

$760 _ 

103.60 

95.80 

88.00 

80.30 

72.60 

64.70 

56.90 

49.20 

41.40 

33.60 

25.80 

$760 . 

$800 . 

109.20 

101.40 

93.60 

85.90 

78. 10 

70.30 

62.50 

64.80 

47.00 

39.20 

31.40 

$800 . 

$840 _ 

114.80 

107.00 

99.20 

91.60 

83.70 

75.90 

68.10 

60.40 

62.60 

44.80 

37.00 

$840 

$880 _ 

120.40 

112.60 

104.80 

97. 10 

89.30 

81.50 

73.  70 

66.00 

58.20 

50.40 

42.60 

$880 . 

$920 . 

126.00 

118.20 

110. 40 

102.  70 

94.90 

87. 10 

79.30 

71.60 

63.80 

56.00 

48.20 

$920 . 

$960. . 

131.60 

123.80 

116.00 

108.  30 

100.50 

92.70 

84.90 

77.20 

69.40 

61.60 

53.80 

$960 . 

$1,000 _ 

137.20 

129.40 

121.60 

113.90 

106.10 

98.30 

90.50 

82.80 

76.00 

67.20 

59.40 

14  percent  of  the  excess  over  $1,000  plus — 

$1,000  and  over _ 

140.00 

132.20 

124.40 

116.70 

108.90 

101. 10 

93.30 

85.60 

77.80 

70.00 

1 

6Z20 
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“If  the  payroll  period  with  respect  to  an  employee  is  a  daily  payroll  period  or  a 

miscellaneous  payroll  period — 


And  the  wages 
divided  by  the  num¬ 
ber  of  days  in  such 
period  are — 

And  the  number  of  withholding  exempUons  claimed  is — 

0 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10  or 
more 

At  least— 

But  less 

The  amount  of  tax  to  be  withheld  shall  be  the  following  amount  multiplied  by 

than— 

the  number  of  days  in  such  period — 

$0 . 

$2.00 . 

14%  Of 

$0 

$0 

$0 

$0 

$0 

$0 

$0 

:o 

$0 

$0 

wages 

$2.00 . 

$2.25 . 

$.30 

.05 

0 

0 

0 

0 

0 

0 

0 

0 

$2.25 . 

$2.50 . 

.35 

.10 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$2.50 . 

$2.75 . 

.35 

.10 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$2.75 . 

$3.00 . 

.40 

.15 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$3.00 _ 

$3.25 . 

.45 

.20 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$3.25 . 

$3.50 . 

.45 

.20 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$3.50 . 

$3.75 . 

.60 

.25 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$3.75 _ 

$4.00 _ 

.55 

.30 

.05 

0 

0 

0 

0 

0 

0 

0 

0 

$4.00 . 

$4.25 . 

.60 

.30 

.05 

0 

0 

0 

0 

0 

0 

0 

0 

$4.25 . 

$4.60 _ 

.60 

.35 

.10 

0 

0 

0 

0 

0 

0 

0 

0 

$4.50 . 

$4.75 . 

.65 

.40 

.15 

0 

0 

0 

0 

0 

0 

0 

0 

$4.75 . 

$5.00 . 

.70 

.45 

.15 

0 

0 

0 

0 

0 

0 

0 

0 

$5.00 . 

$5.25 . 

.70 

.45 

.20 

0 

0 

0 

0 

0 

0 

0 

0 

$5.25 . 

$5.50 . 

.75 

.60 

.26 

0 

0 

0 

0 

0 

0 

0 

0 

$5.50 . 

$5.75 . 

.80 

.55 

.30 

0 

0 

0 

0 

0 

0 

0 

0 

$5.75 _ 

$6.00 . 

.80 

.55 

.30 

.05 

0 

0 

0 

0 

0 

0 

0 

$6.00 . 

$6.25 . 

.85 

.60 

.35 

.10 

0 

0 

0 

0 

0 

0 

0 

$6.25 . 

$6.50 . 

.90 

.65 

.40 

.15 

0 

0 

0 

0 

0 

0 

0 

$6.50 . 

$6.75 . 

.95 

.65 

.40 

.15 

0 

0 

0 

0 

0 

0 

0 

$6.75 . 

$7.00 . 

.95 

.70 

.45 

.20 

0 

0 

0 

0 

0 

0 

0 

$7.00 . 

$7.25 . 

1.00 

.75 

.50 

.25 

0 

0 

0 

0 

0 

0 

0 

$7.25 . 

$7.50 _ 

1.05 

.80 

.50 

.25 

0 

0 

0 

0 

0 

0 

0 

$7.50...... 

$7.75 . 

1.06 

.80 

.55 

.30 

.05 

0 

0 

0 

0 

0 

0 

$7.75 . 

$8.00 . 

1.10 

.86 

.60 

.35 

.10 

0 

0 

0 

0 

0 

0 

$8.00 . 

$8.25 . 

1.15 

.90 

.66 

.35 

.10 

0 

0 

0 

0 

0 

0 

$8.25 . 

$8.50 . 

1.15 

.90 

.65 

.40 

.15 

0 

0 

0 

0 

0 

0 

$8.50 . 

$8.75 . 

1.20 

.95 

.70 

.45 

.20 

0 

0 

0 

0 

0 

0 

$8.76 . 

$9.00 . 

1.  25 

1.00 

.75 

.50 

.20 

0 

0 

0 

0 

0 

0 

$9.00 . 

$9.25 . 

1.30 

1.00 

.75 

.50 

.25 

0 

0 

0 

0 

0 

0 

$9.25 _ 

$9.50 . 

1.30 

1.05 

.80 

.55 

.30 

.06 

0 

0 

0 

0 

0 

$9.60 . 

$9.75 . 

1.35 

1. 10 

.85 

.60 

.30 

.05 

0 

0 

0 

0 

0 

$9.75 . 

$10.00 _ 

1.40 

1.15 

.85 

.60 

.36 

.10 

0 

0 

0 

0 

0 

$10.00 _ 

$10.50 _ 

1.45 

1.20 

.90 

.65 

.40 

.15 

0 

0 

0 

0 

0 

$10.50 . 

$11.00 _ 

1.50 

1. 25 

1.00 

.75 

.60 

.25 

0 

0 

0 

0 

0 

$11.00 . 

$11.50 _ 

1.60 

1.30 

1.05 

.80 

.65 

.30 

.06 

0 

0 

0 

0 

$11.50 . 

$12.00 _ 

1.65 

1.40 

1. 15 

.90 

.60 

.35 

.10 

0 

0 

0 

0 

$12.00 . 

$12.50 _ 

1.70 

1.46 

1.20 

.95 

.70 

.46 

.20 

0 

0 

0 

0 

$12.50 . 

$13.00 _ 

1.80 

1.65 

1.25 

1.00 

.75 

.50 

.26 

0 

0 

0 

0 

$13.00 . 

$13.50 _ 

1.85 

1.60 

1.35 

1. 10 

.85 

.60 

.30 

.05 

0 

0 

0 

$13.50 _ 

$14.00 _ 

1.95 

1.65 

1.40 

1. 15 

.90 

.65 

.40 

.15 

0 

0 

0 

$14.00 . 

$14.50 _ 

2.00 

1.75 

1.60 

1.26 

.95 

.70 

.45 

.20 

0 

0 

0 

$14.50 . 

$15.00 _ 

2.05 

1.80 

1.65 

1.30 

1.05 

.80 

.65 

.30 

0 

0 

0 

$15.00 . 

$15.60 _ 

2. 15 

1.90 

1.60 

1.35 

1. 10 

.85 

.60 

.35 

.10 

0 

0 

$15.50 _ 

$16.00 _ 

2.20 

1. 95 

1.70 

1.45 

1.20 

.95 

.65 

.40 

.15 

0 

0 

$16.00 . 

$16.50 _ 

2.  30 

2.00 

1.  75 

1.60 

1.25 

1.00 

.75 

.50 

.25 

0 

0 

$16.60 . 

$17.00 _ 

2.35 

2. 10 

1.85 

1.60 

1.30 

1.05 

.80 

.55 

.30 

.06 

0 

$17.00 . 

$17.50 _ 

2.40 

2. 15 

1.90 

1.65 

1.40 

1.16 

.90 

.65 

.35 

.10 

0 

$17.50 _ 

$18.00 _ 

2.50 

2.25 

1.95 

1.70 

1. 45 

1.20 

.95 

.70 

.45 

.20 

0 

$18.00 . 

$18.50 _ 

2.  55 

2.30 

2.05 

1.80 

1.65 

1.30 

1.00 

.76 

.60 

.25 

0 

$18.50 . 

$19.00 _ 

2. 65 

2. 35 

2. 10 

1.85 

1.60 

1.35 

1.10 

.86 

.60 

.30 

.05 

$19.00 . 

$19.50 _ 

2.70 

2.  45 

2.20 

1.95 

1.65 

1.40 

1. 15 

.90 

.65 

.40 

.15 

$19.50 . 

$20.00 _ 

2.  75 

2.60 

2.25 

2.00 

1.76 

1.60 

1.25 

1.00 

.70 

.45 

.20 

$20.00 . 

$21.00 _ 

2.85 

2.60 

2.35 

2. 10 

1.85 

1.60 

1.35 

1.10 

.80 

.65 

.30 

$21.00 . 

$22.00 _ 

3.00 

2.  75 

2.50 

2.25 

2.00 

1.  75 

1.50 

1.20 

.95 

.70 

.45 

$22.00 . 

$23.00 _ 

3. 15 

2.90 

2.65 

2.40 

2. 16 

1.86 

1.60 

1.35 

1. 10 

.85 

.60 

$23.00 . 

$24.00 _ 

3.30 

3.05 

2.80 

2.60 

2.25 

2.00 

1.75 

1.50 

1.25 

1.00 

.75 

$24.00 . 

$25.00 _ 

3. 45 

3. 15 

2.90 

2.65 

2.40 

2. 15 

1.90 

1.66 

1.40 

1. 15 

.85 

$25.00 . 

$26.00 _ 

3.65 

3.30 

3.05 

2.80 

2.65 

2.30 

2.05 

1.80 

1.60 

1.25 

1.00 

$26.00 . 

$27.00.-.. 

3.70 

3.  45 

3.20 

2.95 

2.70 

2.  45 

2.20 

1.90 

1.65 

1.40 

1. 15 

$27.00 . 

$28.00 _ 

3. 85 

3.60 

3. 35 

3. 10 

2.85 

2.55 

2.30 

2.05 

1.80 

1.55 

1.30 

$28.00 . 

$29.00 _ 

4.00 

3.  75 

3.50 

3. 20 

2.  95 

2.70 

2.45 

2.20 

1.96 

1.70 

1.45 

$29.00 . 

$30.00 _ 

4.15 

3.85 

3.60 

3.35 

3. 10 

2.85 

2.60 

2.35 

2.10 

1.85 

1.55 

14  percent  of  the  excess  over  $30  plus— 

$30  and  over . 

4.20 

3.95 

3.70 

3.46 

3.20 

2.90 

2.65 

2.40 

2.15 

1.90 

1.65' 
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(206X4  Withholding  op  T-ax  on  Certain  ^onresi 
dent  -Aliens. — 

-f4  Section  -1441-fa)  (relating  to  general  rule)'  is 
amended  by  striking  eut  ihhe  tax  shad  be  equal  te  18 
pereent  ef  sued  item.-’  and  inserting  in  lien  thereof : 

‘-the  tax  shad  be  equal  te — 

44  lb  percent  in  the  ease  ef  payments  made  dur¬ 
ing  the  calendar  year  1964,  and 

44  H  percent  in  the  ease  ef  payments  made  after 
December  4  196D” 

-f4  Section  1441  (b)-  -frclating  te  income  items) 
is  amended  by  striking  eut  ii48  pereent”  and  by  insert 
ing  in  deu  thercef  iJA&  percent  er  14  percent  -fas  the 

/1ft  <1  TV-t  n  T y  lln\  ^ 

owjv  iiitty  UD  i  • 

(c)  Withholding  of  Tax  on  Certain  Non - 
resident  Aliens. — Subsections  (a)  and  (b)  of  section 
1441  (relating  to  withholding  of  tax  on  nonresident  aliens) 
are  amended  by  striking  out  11 18  percent ”  and  inserting  in 
lieu  thereof  “14  percent.” 

(d)  Effective  Dates. — The  amendments  made  by  sub¬ 
sections  (a)  and  (b)  of  this  section  shall  apply  with  re- 
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1  spect  to  remuneration  paid  after  (207)Dcccmfeer  3-ty  1933 

2  the  seventh  day  following  the  date  of  the  enactment  of  this  Act . 

3  The  amendment  made  by  subsection  (c)  of  this  section  shall 

4  apply  with  respect  to  payments  made  after  (208)7)  ecember 

5  the  seventh  day  following  the  date  of  enactment  of 

6  this  Act . 

Passed  the  House  of  Representatives  September  25, 1963. 

Attest:  RALPH  R.  ROBERTS, 

Clerk . 

Passed  the  Senate  with  amendments  February  7,  1964. 

Attest:  FELTON  M.  JOHNSTON, 

Secretary. 
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In  the  Senate  of  the  United  States, 

February  7,  1964 . 

Resolved,  That  the  bill  from  the  House  of  Representatives 
(H.R.  8363)  entitled  “An  Act  to  amend  the  Internal  Revenue 
Code  of  1954  to  reduce  individual  and  corporate  income  taxes, 
to  make  certain  structural  changes  with  respect  to  the  income 
tax,  and  for  other  purposes”,  do  pass  with  the  following 

AMENDMENTS: 

1  (l)Page  1,  strike  out  all  after  line  2  over  to  and  including 

2  line  4  on  page  2. 

3  (2)Page  2,  line  5,  strike  out  [SEC.  2.]  and  insert:  SECTION 

4  L 

5  (3)Page  2,  line  7,  strike  out  [1963]  and  insert:  1964 

6  (4)Page  11,  line  21,  strike  out  [equal  to  15  percent] 

7  and  insert:  equal  to  17  percent,  in  the  case  of  a  taxable 

8  year  beginning  in  1964,  or  15  percent,  in  the  case  of  a 

9  taxable  year  beginning  after  December  31, 1964, 

10  (5)Page  14,  strike  out  lines  8  and  9  and  insert:  ,  except 

11  that,  with  respect  to  a  corporation  to  which  section  1561 

★ 


3949 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 


2 


(relating  to  surtax  exemptions  in  case  of  certain  controlled 
corporations)  applies  for  the  taxable  year ,  the  surtax  exemp¬ 
tion  for  the  taxable  year  is  the  amount  determined  under  such 
section. 

(6) Page  26,  line  13,  strike  out  [1963]  and  insert:  1964 

(7) Page  26,  line  21,  strike  out  [1963]  and  insert:  19 64 

(8) Page  32,  after  line  4,  insert: 

SEC.  192.  LIMITATION  ON  RETIREMENT  INCOME. 

(a)  Increase  in  Limitation  in  Case  of  Certain 
Married  Couples. — Section  37  (relating  to  retirement  in¬ 
come)  is  amended  by  redesignating  subsection  (i)  as  sub¬ 
section  (j)  and  inserting  after  subsection  (h)  the  following 
new  subsection: 

“(i)  Exceptions  to  Limitation  on  Amount  of  Re¬ 
tirement  Income  in  Case  of  Certain  Joint  Re¬ 
turns. — In  the  case  of  a  joint  return  of  a  husband  and  ivife 
both  of  whom  have  attained  the  age  of  65  before  the  close 
of  the  taxable  year — 

“( 1)  Both  spouses  have  received  earned 
income. — If  both  spouses  are  individuals  who  have  re¬ 
ceived  earned  income  before  the  beginning  of  the  tax¬ 
able  year  (within  the  meaning  of  subsection  (b) )  and  if 
the  sum  of  the  retirement  income  and  the  amounts  de¬ 
scribed  in  paragraphs  (1)  and  (2)  of  subsection  (d) 
received  by  either  spouse  during  the  taxable  year  is  less 
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than  $762,  the  $1,624  amount  referred  to  in  subsection 
(d)  shall,  with  respect  to  the  other  spouse,  be  increased 
by  an  amount  equal  to  the  amount  by  which  such  sum  is 
less  than  $762. 

“(2)  One  spouse  has  not  received  earned 
INCOME. — If  either  spouse  is  an  individual  ivho  has  not 
received  earned  income  before  the  beyinning  of  the  taxable 
year  (within  the  meaning  of  subsection  (b) ),  the  $1,524 
amount  referred  to  in  subsection  (d)  shall,  with  respect 
to  the  other  spouse,  be  increased  by  $762,  minus  the  sum 
of  the  amounts  described  in  paragraphs  (1)  and  (2)  of 
subsection  (d)  received  by  his  spouse.” 

(b)  Effective  Date. — The  amendments  made  by  sub¬ 
section  (a)  shall  apply  to  taxable  years  beginning  after 
December  31,  1963. 

(9)Page  32,  line  5,  strike  out  [202]  and  insert:  203 

(10) Page  32,  line  16,  strike  out  [july  l,  19  63]  and  insert: 
JANUARY  1,  196b 

(11) Page  32,  lines  19  and  20,  strike  out  [July  1,  1963] 
and  insert:  January  1,  1964 

(12) Page  33,  line  7,  strike  out  [July  1,  1963 — ]  and  insert: 
January  1,  1964 — 

(13) Page  33,  line  20,  strike  out  [June  30,  1963]  and 
insert:  December  31,  1963 

(14) Page  34,  line  5,  strike  out  [202]  and  insert:  203 
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(15) Page  34,  line  5,  strike  out  [1963]  and  insert:  1964 

(16) Page  34,  line  14,  strike  out  [June  30,  1963]  and  in¬ 
sert:  December  31,  1963 

(17) Page  34,  line  17,  strike  out  [July  1,  1963]  and  insert: 
January  1,  1964 

(18) Page  34,  line  18,  strike  out  [June  30,  1963]  and 
insert:  December  31,  1963 

(19) Page  38,  line  12,  strike  out  [203]  and  insert:  204 

(20) Page  39,  strike  out  lines  4  and  5  and  insert: 

“( 1)  the  cost  of  $70,000  of  such  insurance,  and 

(21) Page  40,  strike  out  all  after  line  7  over  to  and  including 
line  11  on  page  41  and  insert: 

“(c)  Determination  of  Cost  of  Insurance —For 
purposes  of  this  section  and  section  6052,  the  cost  of  group- 
term  insurance  on  the  life  of  an  employee  provided  during  any 
period  shall  be  determined  on  the  basis  of  uniform  premiums 
(computed  on  the  basis  of  5-year  age  brackets)  prescribed  by 
regulations  by  the  Secretary  or  his  delegate.  In  the  case  of 
an  employee  who  has  attained  age  64,  the  cost  prescribed 
shall  not  exceed  the  cost  with  respect  to  such  individual  if  he 
were  age  63.” 

(22) Page  41,  line  19,  strike  out  [sections  79  and  218]  and 
insert:  section  79 

(23) Page  41,  strike  out  all  after  line  21  over  to  and  includ¬ 
ing  line  23  on  page  42. 
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(24) Page  43,  line  1,  strike  out  [(c)]  and  insert:  (b) 

(25) Page  43,  line  7,  strike  out  all  after  “ employee”  down 
to  and  including  “insurance”  in  line  14. 

(26) Page  43,  after  line  15,  insert: 

(c)  Information  Reporting. — 

(1)  Requirement. — Subpart  C  of  part  III  of 
subchapter  A  of  chapter  61  ( relating  to  information  and 
returns)  is  amended  by  adding  at  the  end  thereof  the 
following  new  section: 

“SEC.  6052.  RETURNS  REGARDING  PAYMENT  OF  WAGES 

IN  THE  FORM  OF  GROUP-TERM  LIFE  IN¬ 
SURANCE. 

“(a)  Requirement  of  Reporting. — Every  em¬ 
ployer  who  during  any  calendar  year  provides  group-term 
life  insurance  on  the  life  of  an  employee  during  part  or  all 
of  such  calendar  year  under  a  policy  (or  policies)  carried 
directly  or  indirectly  by  such  employer  shall  make  a  return 
according  to  the  forms  or  regulations  prescribed  by  the  Sec¬ 
retary  or  his  delegate,  setting  forth  the  cost  of  such  insur¬ 
ance  and  the  name  and  address  of  the  employee  on  whose 
life  such  insurance  is  provided,  but  only  to  the  extent  that 
the  cost  of  such  insurance  is  includible  in  the  employee  s  gross 
income  under  section  79(a) .  For  purposes  of  this  section, 
the  extent  to  which  the  cost  of  group-term  life  insurance  is 
includible  in  the  employee's  gross  income  under  section,  79 
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(a)  shall  he  determined  as  if  the  employer  were  the  only 
employer  paying  such  employee  remuneration  in  the  form  of 
such  insurance. 

“(b)  Statements  To  Be  Furnished  to  Employees 
With  Respect  to  Whom  Information  Is  Furnished. — 


Every  employer  making  a  return  under  subsection  (a)  shall 
furnish  to  each  employee  whose  name  is  set  forth  in  such 
return  a  written  statement  showing  the  cost  of  the  group- 
term  life  insurance  shown  on  such  return.  The  written 
statement  required  under  the  preceding  sentence  shall  be  fur¬ 
nished  to  the  employee  on  or  before  January  31  of  the  year 
following  the  calendar  year  for  which  the  return  under  sub¬ 
section  (a)  was  made.” 

(2)  Penalties  for  failure  to  furnish  state¬ 


ments  TO  PERSONS  WITH  RESPECT  TO  WHOM  RETURNS 


are  filed. — Section  6678  (relating  to  failure  to  fur¬ 
nish  certain  statements)  is  amended — 

(A)  by  striking  out  “or  6049(c)”  and  insert¬ 
ing  in  lieu  thereof  “6049(c),  or  6052(b) ” ;  and 

(B)  by  striking  out  “or  6049(a)(1)”  and 
inserting  in  lieu  thereof  “6049(a)(1),  or  6052 
(*),”. 

(3)  Clerical  amendment— The  table  of  sections 
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/or  subpart  C  of  part  III  of  subchapter.  A  of  chapter  61 

is  amended  by  adding  at  the  end  thereof  the  following: 

“See.  6052.  Returns  regarding  'payment  of  wages  in  the  form 
of  g roup-term  life  insurance 

(4)  Cross  reference. — 

For  penalty  for  failure  to  file  information  returns  re¬ 
quired  by  section  6052(a)  of  the  Internal  Revenue  Code 
of  1954  (added  by  paragraph  (1)  of  this  subsection),  see 
section  6652(a)(3)  of  such  Code  (as  amended  by  section 
222(b)(2)  of  this  Act). 

(27) Page  43,  line  17,  strike  out  [(b)]  and  insert:  (c), 
and  paragraph  (3)  of  section  6652(a)  of  the  Internal  Reve¬ 
nue  Code  of  1054  ( as  amended  by  section  222(b)(2)  of  this 
Act), 

(28) Page  43,  line  20,  strike  out  [(e)]  and  insert:  (b) 

(29) Page  43,  line  22,  after  “date.”  insert:  In  applying 
section  79(b)  of  the  Internal  Bevenue  Code  of  1954  (as 
added  by  subsection  (a)(1)  of  this  section)  to  a  taxable  year 
beginning  before  May  1,  1964,  if  paragraph  (2)(B)  of 
such  section  applies  with  respect  to  an  employee  for  the 
period  beginning  May  1,  1964,  and  ending  with  the  close 
of  his  first  taxable  year  ending  after  April  30,  1964,  such 
paragraph  (2)(B)  shall  be  treated  as  applying  with  respect 
to  such  employee  for  the  period  beginning  January  1,  1964, 
and  ending  April  30,  1964. 


3955 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 


8 


(30) Page  44,  strike  out  lines  1  to  20,  inclusive,  over  to  and 
including  line  10  on  page  45. 

(31) Page  45,  line  17,  strike  out  [period.”]  and  insert: 
period  if  such  amounts  exceed,  75  percent  of  the  regular 
weekly  rate  of  wages  of  the  employee;  provided  that  if  such 
amounts  are  less  than  75  percent  of  the  regular  weekly  rate 
of  wages  of  the  employee,  the  preceding  sentence  shall  not 
apply  to  amounts  attributable  to  the  first  seven  calendar  days 
in  such  period  unless  the  employee  is  hospitalized  on  account 
of  sickness  for  at  least  one  day  during  such  period .” 

(32) Page  52,  after  line  14,  insert: 

“(5)  State  and  local  taxes  on  the  sale  of  gasoline, 
diesel  fuel,  and  other  motor  fuels. 

“(6)  State  and  local  taxes  on  the  registration  or 
licensing  of  highway  motor  vehicles  and  on  licenses  for 
the  operation  of  highway  motor  vehicles. 

(33) Page  54,  strike  out  lines  11  to  18,  inclusive. 

(34) Page  55,  after  line  4,  insert : 

“( 5)  Separately  stated  general  sales 
taxes  and  gasoline  taxes. — If  the  amount  of  any 
general  sales  tax  or  of  any  tax  on  the  sale  of  gasoline, 
diesel  fuel,  or  other  motor  fuel  is  separately  stated,  then, 
to  the  extent  that  the  amount  so  stated  is  paid  by  the 
consumer  ( otherwise  than  in  connection  with  the  con¬ 
sumer  s  trade  or  business)  to  his  seller,  such  amomit  shall 


3956 


9 


1  be  treated  as  a  tax  imposed  on,  and  paid  by,  such 

2  consumer. 

3  (35)Page  58,  strike  out  lines  12,  13,  and  14  and  insert: 

4  (c)  Effective  Date. — 

5  (1)  General  rule. — Except  as  provided  in  para- 

6  graph  (2),  the  amendments  made  by  this  section  shall 

# 

7  apply  to  taxable  years  beginning  after  December  31, 

8  1963. 

9  (2)  Special  taxing  districts.— Section  164 

10  (c)(l)  °f  the  Internal  Revenue  Code  of  1954  (as 

11  amended  by  subsection  (a))  shall  not  prevent  the  deduc- 

12  tion  under  section  164  of  such  Code  (as  so  amended) 
12  of  taxes  levied  by  a  special  taxing  district  which  is  de- 
11  scribed  in  section  164(b)(5)  of  such  Code  (as  in  effect 

15  for  a  taxable  year  ending  on  December  31,  1963)  and 

16  ivhich  was  in  existence  on  December  31,  1963,  for  the 

17  purpose  of  retiring  indebtedness  existing  on  such  date. 

18  (36)Page  60,  after  line  5,  insert: 

19  (b)  Limitation  of  Unlimited  Charitable  Con- 

20  tribution  Deduction. — Section  170(b)(1)  (relating  to 

21  limitations  on  amount  of  deduction  for  charitable  contributions 

22  by  individuals)  is  amended  by  redesignating  subparagraph 

23  (D )  as  subparagraph  (E)  and  by  inserting  after  subpara- 

24  graph  (C)  the  following  new  subparagraph : 

25  “(D)  Application  of  subparagraph  (C) 
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FOR  TAXABLE  YEARS  BEGINNING  AFTER  DECEM¬ 
BER  si,  1063. — If  the  taxable  year  begins  after  De¬ 
cember  31,  1963 — 

“(i)  subparagraph  (C )  shall  apply  only 
if  the  taxpayer  so  elects  (at  such  time  and  in 

such  manner  as  the  Secretary  or  his  delegate  by 

0 

regulations  prescribes),  and 

“(ii)  for  purposes  of  subparagraph  (C), 
the  amount  of  the  charitable  contributions 
for  the  taxable  year  (and  for  all  prior  tax¬ 
able  years  beginning  after  December  31, 
1963)  shall  be  determined  without  the  applica¬ 
tion  of  paragraph  (o)  and  solely  by  reference 
to  charitable  contributions  described  in  sub- 
paragraph  (A  ) . 

If  the  taxpayer  elects  to  hare  sub  paragraph  (C ) 
apply  for  the  taxable  year,  then  for  such  taxable 
year  subsection  (a)  shall  apply  only  with  respect 
to  charitable  contributions  described  in  subpara¬ 
graph  (A),  and  no  amount  of  charitable  contribu¬ 
tions  made  in  the  taxable  year  or  any  prior  taxable 
year  may  be  treated  under  paragraph  (5)  as  hav¬ 
ing  been  made  in  the  taxable  year  or  in  any  suc¬ 
ceeding  taxable  year  A 
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(37)Page  60,  after  line  5,  insert: 

(c)  5-Year  Carryover  of  Certain  Charitable 
Contributions  Made  by  Individuals. — 

(1 )  In  general. — Section  170(b)  (relating  to 
limitations  on  amount  of  deduction  for  charitable  con¬ 
tributions)  is  amended  by  adding  at  the  end  thereof  the 
following  new  paragraph: 

“(5)  Carryover  of  certain  excess  contri¬ 
butions  BY  INDIVIDUALS. — 

“(A )  In  the  case  of  an  individual ,  if  the  amount 
of  charitable  contributions  described  in  paragraph 
(1)  (A)  payment  of  which  is  made  within  a  taxable 
year  (hereinafter  in  this  paragraph  referred  to  as 
the  ‘ contribution  year  )  beginning  after  December 
31,  1963,  exceeds  30  percent  of  the  taxpayer  s 
adjusted  gross  income  for  such  year  (computed 
without  regard  to  any  net  operating  loss  carryback  to 
such  year  under  section  172),  such  excess  shall  be 
treated  as  a  charitable  contribution  described  in  para¬ 
graph  (1)  (A)  paid  in  each  of  the  5  succeeding  tax¬ 
able  years  in  order  of  time,  but,  with  respect  to  any 
such  succeeding  taxable  year,  only  to  the  extent  of 
the  lesser  of  the  two  following  amounts: 

“(i)  the  amount  by  ivhich  30  percent  of 
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the  taxpayer  s  adjusted  gross  income  for  such 
succeeding  taxable  year  ( computed  without  re¬ 
gard  to  any  net  operating  loss  carryback  to 
such  succeeding  taxable  year  under  section  172) 
exceeds  the  sum  of  the  charitable  contributions 
described  in  paragraph  (1)(A)  payment  of 
which  is  made  by  the  taxpayer  within  such  suc¬ 
ceeding  taxable  year  ( determined  without  regard 
to  this  subparagraph )  and  the  charitable  contri¬ 
butions  described  in  paragraph  (1)  (A)  pay¬ 
ment  of  ivhich  was  made  in  taxable  years  (be¬ 
ginning  after  December  31,  1963)  before  the 
contribution  year  which  are  treated  under  this 
subparagraph  as  having  been  paid  in  such  suc¬ 
ceeding  taxable  year;  or 

“(ii)  in  the  case  of  the  first  succeeding  tax¬ 
able  year,  the  amount  of  such  excess,  and  in  the 
case  of  the  second,  third,  fourth,  or  fifth  succeed¬ 
ing  taxable  year,  the  portion  of  such  excess  not 
treated  under  this  subparagraph  as  a  charitable 
contribution  described  in  paragraph  (1)(A) 
paid  in  any  taxable  year  intervening  between 
the  contribution  year  and  such  succeeding  tax¬ 
able  year. 

“(B)  In  applying  subparagraph  (A),  the 
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excess  determined  under  subparagraph  (A)  for  the 
contribution  year  shall  be  reduced  to  the  extent  that 
such  excess  reduces  taxable  income  ( as  computed  for 
purposes  of  the  second  sentence  of  section  172(b) 
(2) )  and  increases  the  net  operating  loss  deduction 
for  a  taxable  year  succeeding  the  contribution  year.” 
(2)  Technical  amendments. — Sections  545 
(b)(2)  (relating  to  deductions  for  charitable  contribu¬ 
tions  by  personal  holding  companies)  and  556(b)(2) 
(relating  to  deductions  for  charitable  contributions  by 
foreign  personal  holding  companies)  are  each  amended 
by  striking  out  “ section  170(b)(2)  ”  and  inserting  in 
lieu  thereof  ‘  ‘section  170(b)  (2)  and  (5)”. 

(38) Page  60,  line  6,  strike  out  [(b)]  and  insert:  (d) 

(39) Page  61,  line  3,  strike  out  [years]  and  insert:  year 

(40) Page  61,  line  26,  strike  out  [(c)]  and  insert:  (e) 

(41) Page  62,  line  16,  strike  out  all  after  “personal”  over 

to  and  including  line  2  on  page  63  and  insert:  property.” 

(42) Page  63,  strike  out  lines  3  to  10,  inclusive,  and  insert: 
(f)  Effective  Dates. — 

(1)  The  amendments  made  by  subsections  (a), 
(b),  and  (c),  shall  apply  with  respect  to  contributions 
which  are  paid  in  taxable  years  beginning  after  December 
31 ,  1963. 

(2)  The  amendments  made  by  subsection  (d)  shall 
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apply  to  taxable  years  beginning  after  December  31, 
1963,  with  respect  to  contributions  which  are  paid 
(or  treated  as  paid  under  section  170(a)(2)  of 
the  Internal  Revenue  Code  of  1954)  in  taxable  years 
beginning  after  December  31,  1961. 

(3)  The  amendments  made  by  subsection  (e)  shall 
apply  to  transfers  of  future  interests  made  after  Decem¬ 
ber  31,  1963,  in  taxable  years  ending  after  such  date. 

(43)1  \tge  63,  after  line  10,  insert: 

SEC.  210.  LOSSES  ARISING  FROM  EXPROPRIATION  OF 
PROPERTY  BY  GOVERNMENTS  OF  FOREIGN 
COUNTRIES. 

(a)  Net  Operating  Loss  Carryover.— Section 

172  (relating  to  net  operating  loss  deduction)  is  amended — 

(1)  by  striking  out  “ Except  as  provided  in  clause 
(ii)”  in  subsection  (b)  (1)  (A)  (i)  and  inserting  in  lieu 
thereof  “ Except  as  provided  in  clause  (ii)  and  in  sub- 
paragraph  (D)”; 

(2)  by  striking  out  “ Except  as  provided  in  sub- 
paragraph  (C)”  in  subsection  (b)(1)(B)  and  insert¬ 
ing  in  lieu  thereof  “ Except  as  provided  in  subparagaphs 
(C)  and  (D)”; 

(3)  by  adding  at  the  end  of  subsection  (b)(1)  the 
following  new  subparagaph: 

“(D)  In  the  case  of  a  taxpayer  which  has  a 
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foreign  expropriation  loss  ( as  defined  in  subsection 
(lx) )  for  any  taxable  year  ending  after  December 
31,  1958,  the  portion  of  the  net  operating  loss  for 
such  year  attributable  to  such  foreign  expropriation 
loss  shall  not  be  a  net  operating  loss  carryback  to 
a7iy  taxable  year  preceding  the  taxable  year  of  such 
loss  and  shall  be  a  net  operating  loss  carryover  to 
each  of  the  10  taxable  years  following  the  taxable 
year  of  such  loss.” ; 

(4)  by  adding  at  the  end  of  subsection  (b)(3)  the 
following  7iew  subparagraphs : 

“(C)  Paragraph  (1)  (D)  shall  apply  only  if — 
“(i)  the  foreign  expropriation  loss  (as  de¬ 
fined  in  subsection  (k) )  for  the  taxable  year 
equals  or  exceeds  50  percent  of  the  net  operating 
loss  for  the  taxable  year, 

“(ii)  in  the  case  of  a  foreign  expropriation 
loss  for  a  taxable  year  ending  after  December 
31,  1963,  the  taxpayer  elects  (at  such  time  and 
in  such  manner  as  the  Secretary  or  his  delegate 
by  regulations  prescribes)  to  have  paragraph 
(1)  (D)  apply,  and 

u  (in)  in  the  case  of  a  foreign  expropriation 
loss  for  a  taxable  year  ending  after  December 
31,  1958,  and  before  January  1,  1964,  the  tax- 
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payer  elects  (in  such  manner  as  may  he  pre¬ 
scribed  by  the  Secretary  or  his  delegate)  on  or 
before  December  31,  1965,  to  have  paragraph 
(1)(D)  apply. 

“(D)  If  a  taxpayer  makes  an  election  under 

subparagraph  (C)(iii),  then  (notwithstanding  any 

law  or  rule  of  law),  with  respect  to  any  taxable 

* 

year  ending  before  January  1,  1964,  affected  by  the 
election — 

“(i)  the  time  for  making  or  changing  any 
choice  or  election  under  subpart  A  of  part  111 
of  subchapter  N  (relating  to  foreign  tax  credit ) 
shall  not  expire  before  January  1,  1966, 
“(ii)  any  deficiency  attributable  to  the  elec¬ 
tion  under  subparagraph  (C )  (Hi)  or  to  the  ap¬ 
plication  of  clause  (i)  of  this  subparagraph  may 
be  assessed  at  any  time  before  January  1,  1969, 
and 

“  (Hi)  refund  or  credit  of  any  overpayment 
attributable  to  the  election  under  subparagraph 
(C)(iii)  or  to  the  application  of  clause  (i)  of 
this  subparagraph  may  be  made  or  allowed  if 
claim  therefor  is  filed  before  January  1, 
1969”; 

(5)  by  redesignating  subsection  (k)  as  (l),  and  by 
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inserting  after  subsection  (j)  the  following  new  sub¬ 
section  : 

“(k)  Forewn  Expropriation  Loss  Defined.— 
For  purposes  of  subsection  (b)  — 

11  (1)  The  term  ‘ foreign  expropriation  loss  mean*, 
for  any  taxable  year,  the  sum  of  the  losses  sustained  by 
reason  of  the  expropriation ,  intervention,  seizure,  or 
similar  taking  of  property  by  the  government  of  any 
foreign  country,  any  political  subdivision  thereof,  or  any 
agency  or  instrumentality  of  the  foregoing.  For  purposes 
of  the  preceding  sentence,  a  debt  which  becomes  worthless 
shall,  to  the  extent  of  any  deduction  allowed  under  sec¬ 
tion  166(a),  be  treated  as  a  loss. 

“(2)  The  portion  of  the  net  operating  loss  for  any 
taxable  year  attributable  to  a  foreign  expropriation  loss  is 
the  amount  of  the  foreign  expropriation  loss  for  such  year 
(but  not  in  excess  of  the  net  operating  loss  for  such 
year).” 

(b)  Technical  Amendments. — Section  172(b)(2) 
is  amended — 

(1)  by  striking  out  subparagraph  (B )  and  insert¬ 
ing  in  lieu  thereof  the  following: 

“(B)  by  determining  the  amount  of  the  net 
operating  loss  deduction — 


3965 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 


18 


“(i)  without  regard  to  the  net  operating 
loss  for  the  loss  year  or  for  any  taxable  year 
thereafter,  and 

“(ii)  without  regard  to  that  portion,  if  any, 
of  a  net  operating  loss  for  a  taxable  year  at¬ 
tributable  to  a  foreign  expropriation  loss,  if 
such  portion  may  not,  under  paragraph  (1) 
(D),  be  carried  back  to  such  prior  taxable 
year," ;  and 

(2)  by  adding  at  the  end  thereof  the  following  new 
sentence:  “For  purposes  of  this  paragraph,  if  a  portion 
of  the  net  operating  loss  for  the  loss  year  is  attributable 
to  a  foreign  expropriation  loss  to  which  paragraph  (1) 
(D)  applies,  such  portion  shall  be  considered  to  be  a 
separate  net  operating  loss  for  such  year  to  be  applied 
after  the  other  portion  of  such  net  operating  loss." 

(c)  Effective  Date. — The  amendments  made  by  this 
section  shall  apply  in  respect  of  foreign  expropriation  losses 
(as  defined  in  section  172(h)  of  the  Internal  Bevenue  Code 
of  1954,  as  amended  by  subsection  (a)(5)  of  this  section), 
sustained  in  taxable  years  ending  after  December  31,  1958. 

(44) Page  (>3,  line  11,  strike  out  [210]  and  insert:  211 

(45) Page  64,  line  1,  strike  out  [2ll]  and  insert:  212 

(46) Page  64,  strike  out  lines  18  to  24,  inclusive,  and 
insert : 
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“(B)  The  $600  limit  of  subparagraph  (A) — 
“(i)  shall  be  increased  (to  an  amount  not 
above  $900 )  by  the  amount  of  expenses  incurred 
by  the  taxpayer  for  any  period  during  which 

i 

the  taxpayer  had  2  dependents,  and 

“(ii)  shall  be  increased  (to  an  amount  not 
above  $1,000)  by  the  amount  of  expenses  in¬ 
curred  by  the  taxpayer  for  a7iy  period  during 
which  the  taxpayer  had  3  or  more  dependents . 
(47)Page  64,  strike  out  all  after  line  24  over  to  and  includ¬ 
ing  line  23  on  page  65  and  insert: 

“(2)  Working  wives  and  husbands  with  in¬ 
capacitated  wives. — In  the  case  of  a  woman  who  is 
married  and  in  the  case  of  a  husband  whose  wife  is 
incapacitated,  the  deduction  under  subsection  (a) — 

“(A)  shall  not  be  allowed  unless  the  taxpayer 
and  his  spouse  file  a  joint  return  for  the  taxable 

* 

year,  and 

“(B)  shall  be  reduced  by  the  amount  (if  any) 
by  which  the  adjusted  gross  income  of  the  taxpayer 
and  his  spouse  exceeds  $7,000. 

This  paragraph  shall  not  apply,  in  the  case  of  a  woman 
who  is  married,  to  expenses  incurred  while  her  husband 
is  incapable  of  self-support  because  mentally  or  physi¬ 
cally  defective,  or,  in  the  case  of  a  husbajid  whose  wife 
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is  incapacitated ,  to  expenses  incurred  while  his  wife 
is  institutionalized  if  such  institutionalization  is  for  a 
period  of  at  least  90  consecutive  days  (whether  or  not 
within  one  taxable  year)  or  a  shorter  period  if  termi- 

> 

nated  by  her  death. 

(48) Page  65,  line  24,  strike  out  [  (4)  ]  and  insert:  (3) 

(49) Page  68,  line  4,  strike  out  [212]  and  insert:  213 

(50) Page  71,  strike  out  the  second  and  third  lines  after 
line  14  and  insert: 

“/Sec.  218.  Contributions  to  'political  candidates  and  political 
committees 

(51) Page  72,  line  3,  strike  out  [203  (c)  ]  and  insert:  204 

(b) 

(52) Page  72,  line  13,  strike  out  [December  31,  1963] 
and  insert:  the  seventh  day  following  the  date  of  the  enact¬ 
ment  of  this  Act 

/ 

(53) Page  72,  after  line  13,  insert: 

SEC.  214.  DEDUCTION  FOR  POLITICAL  CONTRIBUTIONS. 

(a)  Allowance  of  Deduction —Part  VII  of  sub¬ 
chapter  B  of  chapter  1  (relating  to  additional  itemized  de¬ 
ductions  for  individuals)  is  amended  by  inserting  after  sec¬ 
tion  217  (as  added  by  section  213(a)(1)  of  this  Act)  the 
following  new  section: 
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“SEC.  218.  CONTRIBUTIONS  TO  POLITICAL  CANDIDATES 
AND  POLITICAL  COMMITTEES. 

“(a)  Allowance  of  Deduction —In  the  case  of 
an  individual,  there  shall  be  allowed  as  a  deduction  any 
political  contribution  payment  of  which  is  made  by  the  tax¬ 
payer  within  the  taxable  year. 

“(b)  Limitations.— 

“(1)  Amount. — The  deduction  under  subsection 
( a)  shall  not  exceed  $50  for  any  taxable  year,  except 
that,  in  the  case  of  a  joint  return  of  a  husband  and  wife 
under  section  6013  for  the  taxable  year,  the  deduction 
shall  not  exceed  $100  for  the  taxable  year. 

“(2)  Verification. — The  deduction  under  sub¬ 
section  (a)  shall  be  allowed,  with  respect  to  any  political 
contribution,  only  if  such  political  contribution  is  verified 
in  such  manner  as  the  Secretary  or  his  delegate  shall 
prescribe  by  regulations. 

“(c)  Political  Contribution  Defined.— For  pur¬ 
poses  of  this  section,  the  term  ‘political  contribution1  means 
a  contribution  or  gift  to — 

“(1)  any  political  candidate,  or 
“(2)  any  political  committee, 
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but  only  if  such  contribution  or  gift  is  made  to  further  the 
candidacy  of  one  or  more  individuals  in  a  general ,  special, 
or  primary  election  or  a  convention  of  a  political  party. 
“(d)  Cross  Reference. — 

“ For  disallowance  of  deduction  to  estates  and  trusts ,  see  sec¬ 
tion  64$  (i).” 

(b)  Technical  Amendment. — Section  642  (relating 
to  special  rules  for  credits  and  deductions  of  estates  and 
trusts)  is  amended  by  redesignating  subsection  (i)  as  sub¬ 
section  (j),  and  by  inserting  after  subsection  (h)  the  follow¬ 
ing  new  subsection: 

“(i)  Political  Contributions— An  estate  or  trust 
shall  not  be  allowed  the  deduction  for  political  contributions 
provided  by  section  2183 

(c)  Effective  Date. — The  amendments  made  by  this 
section  shall  apply  only  with  respect  to  contributions  or  gifts 
made  after  the  date  of  the  enactment  of  this  Act  in  taxable 
years  ending  after  such  date . 

(54)Page  72,  after  line  13,  insert: 

SEC.  215.  100  PERCENT  DIVIDENDS  RECEIVED  DEDUCTION 
FOR  MEMBERS  OF  ELECTING  AFFILIATED 
GROUPS. 

(a)  100  Percent  Dividends  Received  Deduc¬ 
tion. — Section  243  ( relating  to  dividends  received  by  cor¬ 
porations)  is  amended  to  read  as  follows: 
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“SEC.  243.  DIVIDENDS  RECEIVED  BY  CORPORATIONS. 

“(a)  General  Rule. — In  the  case  of  a  corporation, 
there  shall  be  allowed  as  a  deduction  an  amount  equal  to 
the  following  percentages  of  the  amount  received  as  divi¬ 
dends  from  a  domestic  corporation  which  is  subject  to  taxa¬ 
tion  under  this  chapter: 

“(1)  85  percent,  in  the  case  of  dividends  other 
than  dividends  described  in  paragraph  (2)  or  (3); 

“(2)  100  percent,  in  the  case  of  dividends  re¬ 
ceived  bg  a  small  business  investment  company  operat¬ 
ing  under  the  Small  Business  Investment  Act  of  1958; 
and 

“(3)  100  percent ,  in  the  case  of  qualifying  divi¬ 
dends  (as  defined  in  subsection  (b)(1)). 

“(b)  Q  uali eying  Dividends.— 

“(1)  Definition. — For  purposes  of  subsection 
(a)(3),  the  term  ‘ qualifying  dividends'  means  dividends 
received  by  a  corporation  which,  at  the  close  of  the  day 
the  dividends  arc  received,  is  a  member  of  the  same 
affiliated  group  of  corporations  ( as  defined  in  paragraph 
(5))  as  the  corporation  distributing  the  dividends,  if — 
“(A)  such  affiliated  group  has  made  an  elec¬ 
tion  under  paragi'aph  (2)  which  is  effective  for 
the  taxable  years  of  its  members  which  include 
such  day ,  and 
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“(B)  such  dividends  are  distributed  out  of 
earnings  and  profits  of  a  taxable  year  of  the  dis¬ 
tributing  corporation  ending  after  December  31, 
1963— 

“(i)  on  each  day  of  which  the  distribut¬ 
ing  corporation  and  the  corporation  receiving 
the  dividends  were  members  of  such  affiliated 
group ,  and 

“(ii)  for  which  an  election  under  section 
1562  (relating  to  election  of  multiple  surtax 
exemptions)  is  not  effective. 

“(2)  Election. — An  election  under  this  para¬ 
graph  shall  be  made  for  an  affiliated  group  by  the  com- 
mon  parent  corporation,  and  shall  be  made  for  any  tax¬ 
able  year  of  the  common  parent  corporation  at  such 
time  and  in  such  manner  as  the  Secretary  or  his  dele¬ 
gate  by  regulations  prescribes.  Such  electmi  may  not 
be  made  for  an  affiliated  group  for  any  taxable  year 
of  the  common  parent  corporation  for  which  an  election 
under  section  1562  is  effective.  Each  corporation  which 
is  a  member  of  such  group  at  any  time  during  its  tax¬ 
able  year  which  includes  the  last  day  of  such  taxable 
year  of  the  common  parent  corporation  must  consent 
to  such  election  at  such  time  and  in  such  manner  as  the 
Secretary  or  his  delegate  by  regulations  prescribes. 
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An  election  under  this  paragraph  shall  be  effective — 
“(A)  for  the  taxable  year  of  each  member  of 
such  affiliated  group  which  includes  the  last  day  of 
the  taxable  year  of  the  common  parent  corporation 
with  respect  to  which  the  election  is  made  ( except 
that  in  the  case  of  a  taxable  year  of  a  member  be¬ 
ginning  m  1963  and  ending  in  1964,  if  the  election 
is  effective  for  the  taxable  year  of  the  common  par¬ 
ent  corporation  which  includes  the  last  day  of  such 
taxable  year  of  such  member,  such  election  shall  be 
effective  for  such  taxable  year  of  such  member,  if 
such  member  consents  to  such  election  with  respect 
to  such  taxable  year),  and 

“( B)  for  the  taxable  year  of  each  member  of 
such  affiliated  group  which  ends  after  the  last  day  of 
such  taxable  year  of  the  common  parent  corpora¬ 
tion  but  which  does  not  include  such  date,  unless 
the  election  is  terminated  under  paragraph  (4). 
“(3)  Effect  of  election.— If  an  election  by  an 
affiliated  group  is  effective  with  respect  to  a  taxable  year 
of  the  common  parent  corporation,  then  under  regula¬ 
tions  presenbed  by  the  Secretary  or  his  delegate — 

“(A)  no  member  of  such  affiliated  group  may 
consent  to  an  election  under  section  1562  for  such 
taxable  year, 
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“(B)  the  members  of  such  affiliated  group  shall 
he  treated  as  one  taxpayer  for  purposes  of  making 
the  elections  under  section  901(a)  (relating  to  al¬ 
lowance  of  foreign  tax  credit)  and  section  904(h) 
(1)  (relating  to  election  of  overall  limitation),  and 
“(C)  the  members  of  such  affiliated  group  shall 
he  limited  to  one — 

“(i)  $100,000  minimum  accumulated 
earnings  credit  under  section  535(c)  (2)  or 

(3), 

“(ii)  $100,000  limitation  for  explora¬ 
tion  expenditures  under  section  615  (a)  and 

(b), 

“(Hi)  $400,000  limitation  for  exploration 
expenditures  under  section  615(c)(1), 

“(iv)  $25,000  limitation  on  small  business 
deduction  of  life  insurance  companies  under 
sections  804(a)(4)  and  809 (d)  (10) ,  and 
“(v)  $100,000  exemption  for  purposes  of 
estimated  tax  filing  requirements  under  section 
6016  and  the  addition  to  tax  under  section 
6655  for  failure  to  pay  estimated  tax . 

“(4)  Termination. — An  election  by  an  affiliated 
group  under  paragraph  (2)  shall  terminate  with  respect 
to  the  taxable  year  of  the  common  parent  corporation 
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and  with  respect  to  the  taxable  years  of  the  members 
of  such  (if/iUaled  group  which  include  the  last  day  of 
such  taxable  year  of  the  common  parent  corporation  if — 
“(A)  Consent  of  members. — Such  affiliated 
group  files  a  termination  of  such  election  (at  such 
time  and  in  such  manner  as  the  Secretary  or  his 
delegate  by  regulations  prescribes)  with  respect 
to  such  taxable  year  of  the  common  parent  corpora¬ 
tion,  and  each  corporation  which  is  a  member  of 
such  affiliated  group  at  any  time  during  its  taxable 
year  which  includes  the  last  day  of  such  taxable 
year  of  the  common  parent  corporation  consents  to 
such  termination,  or 

“(B)  Refusal  by  new  member  to  con¬ 
sent. — During  such  taxable  year  of  the  common 
parent  corporation  such  affiliated  group  includes  a 
member  which — 

“(i)  was  not  a  member  of  such  group 
during  such  common  parent  corporation  s  im¬ 
mediately  preceding  taxable  year,  and 

“(ii)  such  member  files  a  statement  that 
it  does  not  consent  to  the  election  at  such  time 
and  in  such  manner  as  the  Secretary  or  his 
delegate  by  regulations  prescribes. 

“(5)  Definition  of  affiliated  group.— For 
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purposes  of  this  subsection,  the  term  ‘ affiliated  group  has 
the  meaning  assigned  to  it  by  section  1504(a),  except 
that  for  such  purposes  sections  1504(b)  (2)  and  1504( c) 
shall  not  apply. 

“(6)  Special  rules  for  insurance  compa¬ 
nies. — If  an  election  under  this  subsection  is  effective  for 
the  taxable  year  of  an  insurance  company  subject  to  tax¬ 
ation  under  section  802  or  821 — 

“(A)  part  II  of  subchapter  B  of  chapter  6  (re¬ 
lating  to  certain  controlled  corporations)  shall  be 
applied  without  regard  to  section  1563(a)(4)  (re¬ 
lating  to  certain  insurance  companies)  and  section 
1563  (b)  (2)  (D )  ( relating  to  certain  excluded  mem¬ 
bers)  with  respect  to  such  company  and  the  other 
corporations  which  are  members  of  the  controlled 
group  of  corporations  (as  determined  under  section 
1563  without  regard  to  subsections  (a)(4)  and 
(b)  (2)  (D ) )  of  which  such  company  is  a  member, 

t* 

and 

“(B)  for  purposes  of  paragraph  (1),  a  distri¬ 
bution  by  such  company  out  of  earnings  and  profits  of 
a  taxable  year  for  which  an  election  under  this  sub¬ 
section  was  not  effective,  and  for  which  such  company 
was  not  a  component  member  of  a  controlled  group 
of  corporations  within  the  meaning  of  section  1563 
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solely  by  reason  of  section  1563(b)  (2)  (D ) ,  shall 
not  be  a  qualifying  dividend. 

“(c)  Special  Rules  for  Certain  Distribu¬ 
tions. — For  purposes  of  subsection  (a) — 

“(1)  Any  amount  allowed  as  a  deduction  under 
section  591  (relating  to  deduction  for  dividends  paid 
by  mutual  savings  banks,  etc.)  shall  not  be  treated  as 
a  dividend. 

“(2)  A  dividend  received  from  a  regulated  invest¬ 
ment  company  shall  be  subject  to  the  limitations  pre¬ 
scribed  in  section  854. 

“(3)  Any  dividend  received  from  a  real  estate 
investment  trust  which,  for  the  taxable  year  of  the  trust 
in  which  the  dividend  is  paid,  qualifies  under  part  II  of 
subchapter  M  ( section  856  and  following)  shall  not  be 
treated  as  a  dividend. 

“(4)  Any  dividend  received  which  is  described  in 
section  244  (relating  to  dividends  received  on  preferred 
stock  of  a  public  utility)  shall  not  be  treated  as  a 
dividend. 

“(d)  Certain  Dividends  From  Foreign  Corpora¬ 
tions. — For  purposes  of  subsection  (a)  and  for  purposes  of 
section  245,  any  dividend  from  a  foreign  corporation  from 
earnings  and  profits  accumulated  by  a  domestic  corporation 
during  a  period  with  respect  to  which  such  domestic  corpora- 
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tion  was  subject  to  taxation  under  this  chapter  (or  corre¬ 
sponding  provisions  of  prior  law)  shall  be  treated  as  a 
dividend  from  a  domestic  corporation  which  is  subject  to 
taxation  under  this  chapter .” 

(b)  Technical  Amendments. — 

(1)  Section  244  (relating  to  dividends  received  on 
certain  preferred  stock)  is  amended  by  inserting  “(a) 
General  Rule. — ”  before  “ In  case  of  a  corpora¬ 
tion ”  and  by  adding  at  the  end  thereof  the  following 
new  subsection : 

“(b)  Exception. — If  the  dividends  described  in  sub¬ 
section  (C  (1)  are  qualifying  dividends  (as  defined  in  sec¬ 
tion  243(b)(1),  but  determined  without  regard  to  section 
243(c)(4))- 

“( 1)  subsection  (a)  shall  be  applied  separately  to 
such  qualifying  dividends,  and 

“(2)  for  purposes  of  subsection  (a)(3),  the  per¬ 
centage  applicable  to  such  qualifying  dividends  shall  be 
100  percent  in  lieu  of  85  percent.” 

(2)  Section  246(b)  (relating  to  limitation  on 
aggregate  amount  of  deductions  for  dividends  received) 
is  amended  by  striking  out  “243(a),  244,”  each  place 
it  appears  therein  and  inserting  in  lieu  thereof  “243(a) 
(1),  244(a),”. 

(3)  Section  804(a)(5)  (relating  to  the  applica- 
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tion  of  section  246(b)  to  taxable  investment  income  of 
life  insurance  companies)  is  amended  by  striking  out 
“242(a),  244,”  and  inserting  in  lieu  thereof  “243(a) 
(1),  244(a),”. 

(4)  Section  809(d)  (8)  (B)  (relating  to  the  ap¬ 
plication  of  section  246(b)  to  the  life  insurance  com¬ 
pany's  share  of  certain  dividends)  is  amended  by  striking 
out  “243(a),  244,”  each  place  it  appears  therein  and 
inserting  in  lieu  thereof  “243(a)(1),  244(a),”. 

(c)  Effective  Date. — The  amendments  made  by 
subsections  (a)  and  (b)  shall  apply  with  respect  to  divi¬ 
dends  received  in  taxable  years  ending  after  December  31, 
1963. 

(55)Page  72,  line  14,  strike  out  [213]  and  insert:  216 
(5G)Pugc  73,  line  8,  strike  out  [August  6,  1963]  and 
insert:  December  31,  1963 
(57)Page  74,  after  line  13,  insert: 

SEC.  217.  INTEREST  ON  INDEBTEDNESS  INCURRED  OR 
CONTINUED  TO  PURCHASE  OR  CARRY  TAX- 
EXEMPT  BONDS. 

(a)  Application  With  Respect  to  Certain  Fi¬ 
nancial  Institutions. — Section  263  (relating  to  expenses 
and  interest  relating  to  tax-exempt  income)  is  amended  by 
adding  at  the  end  of  paragraph  (2)  the  following  new  sen¬ 
tence!  “In  a  p  ply  imj  the  preceding  sentence  to  a  financial  in 
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stitution  ( other  than  a  bank )  which  is  subject  to  the  banking 
laws  of  the  State  in  which  such  institution  is  incorporated ,  in¬ 
terest  on  face-amount  certificates  (as  defined  in  section  2(a) 
(15)  of  the  Investment  Company  Act  of  1940  (15  TJ.S.C. 
80a-2 ) )  issued  by  such  institution,  and  interest  on  amounts 
received  for  the  purchase  of  such  certificates  to  be  issued  by 
such  institution,  shall  not  be  considered  as  interest  on  in¬ 
debtedness  incurred  or  continued  to  purchase  or  carry  obli¬ 
gations  the  interest  on  which  is  wholly  exempt  from  the  taxes 
imposed  by  this  subtitle,  to  the  extent  that  the  average  amount 
of  such  obligations  held  by  such  institution  during  the  taxable 
year  ( as  determined  under  regulations  prescribed  by  the 
Secretary  or  his  delegate)  does  not  exceed  25  percent  of  the 
average  of  the  total  assets  held  by  such  institution  during 
the  taxable  year  ( as  so  determined ) .” 

(b)  Effective  Date. — The  amendment  made  by  sub¬ 
section  (a)  shall  apply  with  respect  to  taxable  years  ending 
after  the  date  of  the  enactment  of  this  Act. 

(58)Page  74,  after  line  13,  insert: 

SEC.  218.  REPEAL  OF  REQUIREMENT  OF  ALLOCATION  OF 
CERTAIN  TRAVELING  EXPENSES. 

(a)  IIepeal  of  Section  274(c) .—Section  274  (re¬ 
lating  to  disallowance  of  certain  entertainment,  etc.,  ex¬ 
penses)  is  amended  by  striking  out  subsection  (c)  (relating 
to  traveling). 
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1  (b)  Effective  Date. — The  amendment  made  by  sub- 

2  section  (a)  shall  apply  with  respect  to  taxable  years  ending 

3  after  December  31 , 1962 ,  but  only  in  respect  of  periods  after 

4  such  date. 

5  (59)Page  74,  after  line  13,  insert: 

6  SEC.  219.  ACQUISITION  OF  STOCK  IN  EXCHANGE  FOR 

7  STOCK  OF  CORPORATION  WHICH  IS  IN  CON - 

8  TROL  OF  ACQUIRING  CORPORATION. 

9  (a)  Definition  of  Reorganization. — Section  368 

10  (a)(1)  (relating  to  definition  of  reorganization)  is  amended 

11  by  inserting  after  “ voting  stock ”  in  subparagraph  (B)  “(or 

12  in  exchange  solely  for  all  or  a  part  of  the  voting  stock  of  a 

13  corporation  which  is  in  control  of  the  acquiring 

14  corporation)” . 

15  (b)  Technical  Amendments. — 

16  (1)  Section  368(a)  (2)  (C )  (relating  to  special 

17  rules)  is  amended  to  read  as  follows: 

18  “( C)  Transfers  of  assets  or  stock  to 

19  subsidiaries  in  certain  paragraph  (1)(A), 

20  (l)(B),  and  (i)(C)  CASES. — A  transaction  otherwise 

21  qualifying  under  paragraph  (1)  (A),  (1)  (B),  or 

22  (1)  (C )  shall  not  be  disqualified  by  reason  of  the 

23  fact  that  part  or  all  of  the  assets  or  stock  which  were 
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acquired  in  the  transaction  are  transferred  to  a 

♦ 

corporation  controlled  by  the  corporation  acquiring 
such  assets  or  stock  ” 

(2)  Section  368(b)  (relating  to  definition  of  party 
to  a  reorganization)  is  amended  by  striking  out  the  last 
two  sentences  and  inserting  in  lieu  thereof  the  following: 
“In  the  case  of  a  reorganization  qualifying  under  para¬ 
graph  (1)  (B )  or  (1)  (C )  of  subsection  (a) ,  if  the 
stock  exchanged  for  the  stock  or  properties  is  stock  of 
a  corporation  which  is  in  control  of  the  acquiring  corpo¬ 
ration,  the  term  ‘a  party  to  a  reorganization  includes 
the  corporation  so  controlling  the  acquiring  corporation. 
In  the  case  of  a  reorganization  qualifying  under  para¬ 
graph  (1)(A),  (1)(B),  or  (1)(C)  of  subsection 
(a)  by  reason  of  paragraph  (2)(C)  of  subsection  (a), 
the  term  (a  party  to  a  reorganization’  includes  the  corpo¬ 
ration  controlling  the  corporation  to  which  the  acquired 
assets  or  stock  are  transferred .” 

( c)  Effective  Date. — The  amendments  made  by  this 
section  shall  apply  with  respect  to  transactions  after  December 
31,  1963,  in  taxable  years  ending  after  such  date. 
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(60)Page  74,  after  line  13,  insert: 

SEC.  220.  RETROACTIVE  QUALIFICATION  OF  CERTAIN 
UNION-NEGOTIATED  MULTIEMPLOYER  PEN-, 
SION  PLANS. 

(a)  Beginning  of  Period  as  Qualified  Trust  — 
Section  401  ( relating  to  qualified  pension,  profit-sharing,  and 
stock  bonus  plans)  is  amended  by  redesignating  subsection 
(i)  as  subsection  (j),  and  by  inserting  after  subsection  (h) 
the  following  new  subsection: 

“(i)  Certain  Union-Negotiated  Multiemployer 
Pension  Plans. — In  the  case  of  a  trust  forming  part  of  a 
pension  plan  which  has  been  determined  by  the  Secretary  or 
his  delegate  to  constitute  a  qualified  trust  under  subsection 
(a)  and  to  be  exempt  from  taxation  under  section  501(a) 
for  a  period  beginning  after  contributions  were  first  made  to 
or  for  such  trust,  if  it  is  shown  to  the  satisfaction  of  the  Sec¬ 
retary  or  his  delegate  that — 

“(1)  such  trust  was  created  pursuant  to  a  collective 
bargaining  agreement  between  employee  representatives 
and  two  or  more  employers  who  are  not  related  ( deter - 
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mined  under  regulations  prescribed  by  the  Secretary  or 
his  delegate), 

“(2)  any  disbursements  of  contributions,  made  to  or 
for  such  trust  before  the  time  as  of  which  the  Secretary  or 
his  delegate  determined  that  the  trust  constituted  a  quali¬ 
fied  trust,  substantially  complied  with  the  terms  of  the 
trust,  and  the  plan  of  which  the  trust  is  a  part,  as  subse¬ 
quently  qualified,  and 

“(3)  before  the  time  as  of  which  the  Secretary  or  his 
delegate  determined  that  the  trust  constitutes  a  qualified 
trust,  the  contributions  to  or  for  such  trust  were  not 
used  in  a  manner  which  would  jeopardize  the  interests 
of  its  beneficiaries, 

then  such  trust  shall  be  considered  as  having  constituted  a 
qualified  trust  under  subsection  (a)  and  as  having  been 
exempt  from  taxation  under  section  501(a)  for  the  period 
beginning  on  the  date  on  which  contributions  were  first  made 
to  or  for  such  trust  and  ending  on  the  date  such  trust  first  con¬ 
stituted  (without  regard  to  this  subsection)  a  qualified  trust 
under  subsection  (a).” 

(b)  Effective  Date. — The  amendments  made  by 
subsection  (a)  shall  apply  with  respect  to  taxable  years 
beginning  after  December  31,  1953,  and  ending  after  Au¬ 
gust  16,  1954,  but  only  with  respect  to  contributions  made 
after  December  31, 1954. 
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1  (6l)Page  74,  after  line  13,  insert: 

2  SEC.  221.  QUALIFIED  PENSION ,  ETC.,  PLAN  COVERAGE 

3  FOR  EMPLOYEES  OF  CERTAIN  SUBSIDIARY 

4  EMPLOYERS . 

5  (aj  Employees  of  Foreign  Subsidiaries  Cov- 

6  ered  by  Social  Security  Agreements.— Part  I  of  sub- 

7  chapter  D  of  chapter  1  (relating  to  pension ,  profit-sharing , 

8  sfocfc  fronts  pians,  eZcJ  is  amended  by  adding  at  the  end 
^  thereof  the  following  new  section: 

1°  (tSEC.  406.  CERTAIN  EMPLOYEES  OF  FOREIGN  SUBSIDE 

11  ARIES. 

12  “(a)  Treatment  as  Employees  of  Domestic  Cor - 

13  poration. — For  purposes  of  applying  this  part  with  respect 

14  to  a  pension,  profit-sharing,  or  stock  bonus  plan  described  in 

15  section  401  (a),  an  annuity  plan  described  in  section  403 ( a), 

16  or  a  bond  purchase  plan  described  in  section  405(a),  of  a 

17  domestic  corporation,  an  individual  who  is  a  citizen  of  the 

18  United  States  and  who  is  an  employee  of  a  foreign  subsidiary 

19  (as  defined  in  section  3121(1)  (8))  of  such  domestic  corpo- 

20  ration  shall  be  treated  as  an  employee  of  such  domestic 

21  corporation,  if — 

22  “(1)  such  domestic  corporation  has  entered  into  an 

23  agreement  under  section  3121(1)  which  applies  to  the 

24  foreign  subsidiary  of  which  such  individual  is  an  em- 

25  ployee; 
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“(2)  the  plan  of  such  domestic  corporation  expressly 
provides  for  contributions  or  benefits  for  individuals  who 
are  citizens  of  the  United  States  and  who  are  employees 
of  its  foreign  subsidiaries  to  ivhich  an  agreement  entered 
into  by  such  domestic  corporation  under  section  3121 
(l)  applies;  and 

“(3)  contributions  under  a  funded  plan  of  deferred 
compensation  ( whether  or  not  a  plan  described  in  section 
401  (a),  403 (a),  or  405 (a) )  are  not  provided  by  any 
other  person  with  respect  to  the  remuneration  paid  to 
such  individual  by  the  foreign  subsidiary. 

“(b)  Special  Rules  for  Application  of  Section 
401(a).— 

“(1)  Nondiscrimination  requirements.— For 
purposes  of  applying  paragraphs  (3)  (B)  and  (4)  of 
section  401(a)  with  respect  to  an  individual  who  is 
treated  as  an  employee  of  a  domestic  corporation  under 
subsection  (a) — 

“(A)  if  such  individual  is  an  officer,  share¬ 
holder,  or  person  whose  principal  duties  consist  in 
supervising  the  work  of  other  employees  of  a  for¬ 
eign  subsidiary  of  such  domestic  corporation,  he 
shall  be  treated  as  having  such  capacity  with  respect 
to  such  domestic  corporation;  and 
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“(B)  the  determination  of  ivhether  such  indi¬ 
vidual  is  a  highly  compensated  employee  shall  he 
made  by  treating  such  individual’ s  total  compensa¬ 
tion  (determined  with  the  application  of  paragraph 
(2)  of  this  subsection)  as  compensation  paid  by 
such  domestic  corporation  and  by  determining  such 
individual’s  status  with  regard  to  such  domestic 
corporation. 

11  (2)  Determination  of  compensation— For 
purposes  of  applying  paragraph  (5)  of  section  401  ( a) 
with  respect  to  an  individual  ivho  is  treated  as  an  em¬ 
ployee  of  a  domestic  corporation  under  subsection  (a) — 
“(A)  the  total  compensation  of  such  individual 
shall  be  the  remuneration  paid  to  such  individual 
by  the  foreign  subsidiary  which  would  constitute 
his  total  compensation  if  his  services  had  been  per¬ 
formed  for  such  domestic  corporation,  and  the  basic 
or  regular  rate  of  compensation  of  such  individual 
shall  be  determined  under  regulations  prescribed 
by  the  Secretary  or  his  delegate;  and 

“(B)  such  individual  shall  be  treated  as  having 
paid  the  amount  paid  by  such  domestic  corporation 
which  is  equivalent  to  the  tax  imposed  by  section 
3101 . 
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“(c)  Termination  of  Status  as  Deemed  Em¬ 
ployee  Not  To  Be  Treated  as  Separation  From 
Service  for  Purposes  of  Capital  Gain  Provisions. — 
For  purposes  of  applying  section  402(a)  (2)  and  section  403 
(a)(2)  with  respect  to  an  individual  who  is  treated  as  an 
employee  of  a  domestic  corporation  under  subsection  (a), 
such  individual  shall  not  be  considered  as  separated  from  the 
service  of  such  domestic  corporation  solely  by  reason  of  the 
fact  that — 

“(i)  the  agreement  entered  into  by  such  domestic 
corporation  under  section  3421(1)  which  covers  the 
employment  of  such  individual  is  terminated  under  the 
provisions  of  such  section , 

“(2)  such  individual  becomes  an  employee  of  a 
foreign  subsidiary  with  respect  to  which  such  agreement 
does  not  apply , 

“(3)  such  individual  ceases  to  be  an  employee  of  the 
foreign  subsidiary  by  reason  of  which  he  is  treated  as 
an  employee  of  such  domestic  corporation,  if  he  becomes 
an  employee  of  another  corporation  controlled  by  such 
domestic  corporation,  or 

“(4)  the  provision  of  the  plan  described  in  subsec¬ 
tion  (a)(2)  is  terminated , 
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1  “(d)  Deductibility  of  Contributions. — For  pur- 

2  poses  of  applying  sections  404  and  405(c)  with  respect  to 

3  contributions  made  to  or  under  a  pension ,  profit-sharing ,  stock 

4  bonus ,  annuity ,  or  force?  purchase  plan  by  a  domestic  cor- 

5  poration,  or  by  another  corporation  which  is  entitled  to  de- 

6  duct  its  contributions  under  section  404(a)  (3)  (B),  on  behalf 

7  of  an  individual  who  is  treated  as  an  employee  of  such  domes- 

8  tic  corporation  under  subsection  (a) — 

9  “(. 1)  except  as  provided  in  paragraph  (2),  no  de- 

10  duction  shall  be  allowed  to  such  domestic  corporation  or 

11  to  any  other  corporation  which  is  entitled  to  deduct  its 

12  contributions  under  such  sections , 

13  “(2)  there  shall  be  allowed  as  a  deduction  to  the 

14  foreign  subsidiary  of  which  such  individual  is  an  em- 

15  ployee  an  amount  equal  to  the  amount  which  (but  for 

16  paragraph  (1) )  would  be  deductible  under  section  404 

17  ( or  section  405  (c) )  by  the  domestic  corporation  if  he 

18  were  an  employee  of  the  domestic  corporation ,  and 

19  “(3)  any  reference  to  compensation  shall  be  con- 

20  sidered  to  be  a  reference  to  the  total  compensation  of 

21  such  individual  (determined  with  the  application  of  sub- 

22  section  (b)(2)). 

23  Any  amount  deductible  by  a  foreign  subsidiary  under  this 
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subsection  shall  be  deductible  for  its  taxable  year  with  or 
within  which  the  taxable  year  of  such  domestic  corporation 
ends . 

“(e)  Treatment  as  Employee  Under  Belated 
Provisions. — An  individual  who  is  treated  as  an  employee 
of  a  domestic  corporation  under  subsection  (a)  shall  also  be 
treated  as  an  employee  of  such  domestic  corporation,  with 
respect  to  the  plan  described  in  subsection  (a)(2),  for  pur¬ 
poses  of  applying  the  following  provisions  of  this  title: 

“(i)  Section  72(d)  (relating  to  employees’  an¬ 
nuities  ) . 

“(2)  Section  72(f)  (relating  to  special  rules  for 
computing  employees’  contributions) . 

“(3)  Section  101(b)  (relating  to  employees’  death 
benefits). 

“(d)  Section  2039  (relating  to  annuities). 

“(5)  Section  2517  (relating  to  certain  annuities 
under  qualified  plans).” 

(b)  Employees  of  Domestic  Subsidiaries  En¬ 
gaged  in  Business  Outside  the  United  States  — 
Part  I  of  subchapter  D  of  chapter  1  (relating  to  pension, 
profit-sharing,  stock  bonus  plans,  etc.)  is  amended  by  adding 
after  section  406  ( as  added  by  subsection  ( a)  )  the  following 
new  section: 
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“SEC.  407.  CERTAIN  EMPLOYEES  OF  DOMESTIC  SUBSIDI¬ 
ARIES  ENGAGED  IN  BUSINESS  OUTSIDE  THE 
UNITED  STATES. 

“(a)  Treatment  as  Employees  of  Domestic 
Parent  Corporation.— 

“(1)  In  general. — For  purposes  of  applying  this 
part  with  respect  to  a  pension,  profit-sharing,  or  stock 
bonus  plan  described  in  section  401  (a),  an  annuity  plan 
described  in  section  403 (a),  or  a  bond  purchase  plan  de¬ 
scribed  in  section  405 (a),  of  a  domestic  parent  corpora¬ 
tion,  an  individual  who  is  a  citizen  of  the  United  States 
and  who  is  an  employee  of  a  domestic  subsidiary  ( within 
the  meaning  of  paragraph  (2) )  of  such  domestic  parent 
corporation  shall  be  treated  as  an  employee  of  such  do¬ 
mestic  parent  corporation,  if — 

“(A)  the  plan  of  such  domestic  parent  corpora¬ 
tion  expressly  provides  for  contributions  or  benefits 
for  individuals  who  are  citizens  of  the  United  States 
and  who  are  employees  of  its  domestic  subsidiaries; 
and 

“(B)  contributions  under  a  funded  plan  of  de¬ 
ferred  compensation  (whether  or  not  a  plan  de¬ 
scribed  in  section  401  (a),  403 (a),  or  405 (a) )  are 
not  provided  by  any  other  person  with  respect  to  the 
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remuneration  paid  to  such  individual  by  the  domestic 
subsidiary . 

“(2)  Definitions. — For  purposes  of  this  section — 
“(A)  Domestic  subsidiary. — A  corporation 
shall  be  treated  as  a  domestic  subsidiary  for  any 
taxable  year  only  if — 

“(i)  such  corporation  is  a  domestic  cor¬ 
poration  80  percent  or  more  of  the  outstanding 
voting  stock  of  which  is  owned  by  another  domes¬ 
tic  corporation; 

“(ii)  95  percent  or  more  of  its  gross  in¬ 
come  for  the  three-year  period  immediately  pre¬ 
ceding  the  close  of  its  taxable  year  which  ends  on 
or  before  the  close  of  the  taxable  year  of  such 
other  domestic  corporation  ( or  for  such  part  of 
such  period  during  which  the  corporation  was 
in  existence)  was  derived  from  sources  without 
the  United  States;  and 

11  (Hi)  90  percent  or  more  of  its  gross  in¬ 
come  for  such  period  (or  such  part)  was  de¬ 
rived  from  the  active  conduct  of  a  trade  or 
business. 

“(B)  Domestic  parent  corporation. — The 
domestic  parent  corporation  of  any  domestic  sub¬ 
sidiary  is  the  domestic  corporation  which  owns  80 
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'percent  or  more  of  the  outstanding  voting  stock  of 
such  domestic  subsidiary . 

“( b)  Special  Rules  for  Application  of  Section 
401(a).— 

“(1)  N ONDISCRIMINA  TION  REQ  UIREMENTS.—For 
purposes  of  applying  paragraphs  (3)  (B)  and  (4)  of 
section  401(a)  with  respect  to  an  individual  who  is 
treated  as  an  employee  of  a  domestic  parent  corporation 
under  subsection  (a) — 

“(A)  if  such  individual  is  an  officer ,  share¬ 
holder,  or  person  whose  principal  duties  consist  in 
supervising  the  work  of  other  employees  of  a  domes¬ 
tic  subsidiary,  he  shall  be  treated  as  having  such 
capacity  with  respect  to  such  domestic  parent  cor¬ 
poration;  and 

“(B)  the  determination  of  whether  such  indi¬ 
vidual  is  a  highly  compensated  employee  shall  be 
made  by  treating  such  individual's  total  compensa¬ 
tion  (determined  with  the  application  of  paragraph 
(2)  of  this  subsection)  as  compensation  paid  by 
such  domestic  parent  corporation  and  by  determin¬ 
ing  such  individual's  status  with  regard  to  such 
domestic  parent  corporation. 

“(2)  Determination  of  compensation. — 
For  purposes  of  applying  paragraph  (5)  of  section 
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1  401  (a)  with  respect  to  an  individual  who  is  treated  as 

2  an  employee  of  a  domestic  parent  corporation  under 

3  subsection  (a),  the  total  compensation  of  such  indi- 

4  vidual  shall  be  the  remuneration  paid  to  such  individual 

5  by  the  domestic  subsidiary  tohich  would  constitute  his  total 

6  compensation  if  his  services  had  been  performed  for  such 

7  domestic  parent  corporation,  and  the  basic  or  regular 

8  rate  of  compensation  of  such  individual  shall  be  deter- 

9  mined  under  regulations  prescribed  by  the  Secretary  or 

10  his  delegate. 

11  “(c)  Termination  of  Status  as  Deemed  Em- 

12  ployee  Not  To  Be  Treated  as  Separation  From 

13  Service  for  Purposes  of  Capital  Gain  Provi- 

14  sions. — For  purposes  of  applying  section  402  (a)(2)  and 

15  section  403(a)(2)  with  respect  to  an  individual  who  is 

16  treated  as  an  employee  of  a  domestic  parent  corporation  under 

17  subsection  (a),  such  individual  shall  not  be  considered  as 

18  separated  from  the  service  of  such  domestic  parent  corpora¬ 
ls  tion  solely  by  reason  of  the  fact  that — 

20  “(1)  ihe  corporation  of  which  such  individual  is  an 

21  employee  ceases,  for  any  taxable  year,  to  be  a  domestic 

22  subsidiary  within  the  meaning  of  subsection  (a)  (2)  (A) , 

23  “  ( 2 )  such  individual  ceases  to  be  an  employee  of 

24  a  domestic  subsidiary  of  such  domestic  parent  corpora - 


3994 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 


47 


tion,  if  he  becomes  an  employee  of  another  corporation 
controlled  by  such  domestic  parent  corporation,  or 

11  (3)  the  provision  of  the  plan  described  in  sub¬ 
section  (a)  (1)  (A)  is  terminated. 

“(d)  Deductibility  of  Contributions . — For  pur¬ 
poses  of  applying  sections  40 4  and  405(c)  with  respect  to 
contributes  made  to  or  under  a  pension,  profit-sharing , 
stock  bonus,  annuity,  or  bond  purchase  plan  by  a  domestic 
pareiit  corporation,  or  by  another  corporation  which  is  en¬ 
titled  to  deduct  its  contributions  under  section  404(a)  (3)  (B), 
on  behalf  of  an  individual  who  is  treated  as  an  employee  of 
such  domestic  corporation  under  subsection  (a) — 

“  (1)  except  as  provided  in  paragraph  (2),  no  de¬ 
duction  shall  be  allowed  to  such  domestic  parent  corpora¬ 
tion  or  to  any  other  corporation  which  is  entitled  to 
deduct  its  contributions  under  such  sections, 

“(2)  there  shall  be  allowed  as  a  deduction  to  the 
domestic  subsidiary  of  which  such  individual  is  an 
employee  an  amount  equal  to  the  amount  which  (but  for 
paragraph  (1) )  would  be  deductible  under  section  404 
(or  section  405(c))  by  the  domestic  parent  corporation 
if  he  were  an  employee  of  the  domestic  parent  corpora¬ 
tion,  and 

“(3)  any  reference  to  compensation  shall  be  con- 
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1  sidered  to  be  cl  reference  to  the  total  compensation  of 

2  such  individual  ( determined  with  the  application  of  sub - 

3  section  (b)(2) ). 

4  Any  amount  deductible  by  a  domestic  subsidiary  under  this 

5  subsection  shall  be  deductible  for  its  taxable  year  with  or 

6  within  which  the  taxable  year  of  such  domestic  parent  cor - 
1  poration  ends . 

8  “(e)  Treatment  as  Employee  Under  Related 

9  Provisions. — An  individual  who  is  treated  as  an  employee 

10  oj  d  domestic  parent  corporation  under  subsection  (a)  shall 

11  also  be  treated  as  an  employee  of  such  domestic  parent  cor- 

12  poration ,  with  respect  to  the  plan  described  in  subsection 

43  (a)(1)(A),  for  purposes  of  applying  the  following  provi- 

14  sions  of  this  title: 

15  “(1)  Section  72(d)  relating  to  employees' 

16  annuities ). 

17  “(2)  Section  72(f)  relating  to  special  rules  for 

18  computing  employees'  contributions) . 

19  “(3)  Section  101(b)  (relating  to  employees'  death 

20  benefits). 

21  “(■ 4)  Section  2039  (relating  to  annuities). 

22  “(5)  Section  2517  (relating  to  certain  annuities 

23  under  qualified  plans)." 
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(c)  Technical  Amendments. — 

(1)  The  table  of  sections  for  part  1  of  subchapter 
D  of  chapter  1  is  amended  by  adding  at  the  end  thereof 
the  following: 

“Sec.  Jfi6.  Certain  employees  of  foreign  subsidiaries. 

“Sec.  Jfi7.  Certain  employees  of  domestic  subsidiaries  en¬ 
gaged  in  business  outside  the  United  States 

(2)  Section  3121(a)(5)  (relating  to  definition  of 
wages)  is  amended  by  striking  out  “or”  at  the  end  of 
subparagraph  (A)  and  by  striking  out  subparagraph 
(B )  and  inserting  in  lieu  thereof  the  following  new  sub- 
paragraphs: 

“(B)  under  or  to  an  annuity  plan  which,  at 
the  time  of  such  payment,  is  a  plan  described  in 
section  403 (a),  or 

“(C)  under  or  to  a  bond  purchase  plan  which, 
at  the  time  of  such  payment,  is  a  qualified  bond  pur¬ 
chase  plan  described  in  section  405(a);”. 

(3)  Section  209(e)  of  the  Social  Security  Act 
(relating  to  the  definition  of  wages)  is  amended  to  read 
as  follows: 

“(e)  Any  payment  made  to,  or  on  behalf  of,  an  era- 
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1  ployee  or  his  beneficiary  (1)  from  or  to  a  trust  exempt 

2  from  tax  under  section  165(a)  of  the  Internal  Revenue 

3  Code  of  1939  at  the  time  of  such  payment  or,  in  the  case 

4  of  a  payment  after  1954,  under  sections  401  and  501(a) 

5  of  the  Internal  Revenue  Code  of  1954,  unless  such  pay- 

6  ment  is  made  to  an  employee  of  the  trust  as  remuneration 
1  for  services  rendered  as  such  employee  and  not  as  a  bene- 

8  fidary  of  the  trust,  or  (2)  under  or  to  an  annuity  plan 

9  which,  at  the  time  of  such  payment,  meets  the  requirements 
1°  of  section  165(a)  (3),  (4),  (5),  and  (6)  of  the  Internal 

11  Revenue  Code  of  1939  or,  in  the  case  of  a  payment  after 

12  1954  and  prior  to  1963,  the  requirements  of  section  401  ( a) 
18  (3),  (4),  (5),  and  (6)  of  the  Internal  Revenue  Code  of 
11  1954,  or  (3)  under  or  to  an  annuity  plan  which,  at  the 

15  time  of  any  such  payment  after  1962,  is  a  plan  described 

16  in  section  403(a)  of  the  Internal  Revenue  Code  of  1954, 

17  or  (4)  under  or  to  a  bond  purchase  plan  which,  at  the  time 

18  of  any  such  payment  after  1962,  is  a  qualified  bond  pur- 

19  chase  plan  described  in  section  405(a)  of  the  Internal 

20  Revenue  Code  of  1954;”. 

21  (d)  Effective  Date. — The  amendments  made  by 

22  subsections  (a),  (b),  and  (c)(1)  shall  apply  to  taxable  years 

23  ending  after  December  31,  1963.  The  amendments  made  by 

24  subsections  (c)  (2)  and  (3)  shall  apply  to  remuneration 

25  paid  after  December  31,  1962. 
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(62) Page  74,  line  14,  strike  out  [214]  and  insert:  222 

(63) Page  78,  line  1,  strike  out  [amount,]  and  insert: 
amount 

(64) Page  79,  line  8,  strike  out  [June  11,  1963]  and  insert: 
December  31,  1963 

(65) Page  79,  line  10,  strike  out  [424  (c)  (4)  (A)  ]  and 
insert:  424(c)(3)(A) 

(66) Page  82,  line  13,  strike  out  [June  11,  1963,]  and  in¬ 
sert:  December  31,  1963, 

(67) Page  82,  line  17,  strike  out  [June  12,  1963,]  and 
insert:  January  1,  1964, 

(68) Page  83,  line  11,  strike  out  [or]  and  insert:  and 

(69) Page  84,  line  19,  strike  out  [amount  paid  for]  and 
insert:  adjusted  basis  of 

(70) Page  85,  after  line  5,  insert: 

“(6)  Exception  to  application  of  subsec¬ 
tion  (b)(5). — Paragraph  (5)  of  subsection  (b)  shall  not 
apply  if — 

“(A)  the  option  being  granted  and  all  outstand¬ 
ing  qualified  (or  restricted)  stock  options  referred 
to  in  subsection  (b)(5)  are  to  purchase  stock  of  the 
same  class  in  the  same  corporation,  and 

“(B)  the  price  payable  under  each  such  out¬ 
standing  option  (as  of  the  date  of  grant  of  the 
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1  option  being  granted)  is  not  more  than  the  option 

2  price  of  the  option  being  granted. 

3  (71)Page  85,  lines  9  and  10,  strike  out  [June  11,  1963] 

4  and  insert:  December  31,  1963 

5  (72)Page  85,  line  11,  strike  out  [424(c)  (4)  (B)  ]  and 

6  insert:  424 (c)  (3)  (B) 

7  (73)Page  86,  line  7,  strike  out  [corporations]  and  insert: 
3  corporation 

9  (74)Page  91,  line  23,  strike  out  [June  12,  1963]  and 
insert:  January  1,  1964 

11  (75)Page  92,  line  1,  strike  out  [(c)  (4)]  and  insert: 

12  (c)(3) 

13  (76)Page  92,  line  2,  strike  out  [June  11,  1963]  and 

14  insert:  December  31,  1963 

15  (77)Page  92,  line  25,  strike  out  [granted,]  and  insert: 

16  granted 

17  (78)Page  95,  strike  out  lines  5  to  9,  inclusive. 

18  (79)Page  95,  line  10,  strike  out  [(3)]  and  insert:  (2) 

19  (80)Page  95,  line  24,  strike  out  [(4)]  and  insert:  (3) 

20  (81)Page  95,  lines  24  and  25,  strike  out  [juke  li,  1963] 

21  and  insert:  December  si,  1963 

22  (82)Page  96,  line  1,  strike  out  [June  11,  1963,]  and 

23  insert:  December  31,  1963, 


4000 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 


53 


(83)Page  96,  line  4,  strike  out  [[June  12,  1963,]  and 
insert:  January  1,  1964, 

(S4)Page  96,  line  6,  strike  out  [June  12,  1963,]  where  it 
appears  the  first  time  and  insert:  January  1,  1964, 

(8 5)  Page  96,  line  6,  strike  out  [June  12,  1963,]  where  it 
appears  the  second  time  and  insert  :  January  1, 1964, 

(86) Page  101,  line  12,  strike  out  [June  12,  1963]  and  in¬ 
sert:  January  1,  1964 

(87) Page  101,  line  13,  strike  out  [June  11,  1963]  and  in¬ 
sert:  December  31,  1963 

(88) Page  101,  lines  14  and  15,  strike  out  [June  12,  1963] 
and  insert:  January  1,  1964 

(89) Page  102,  line  5,  strike  out  [or] 

(90) Page  102,  line  7,  strike  out  [424  (b)  (2) .]  and  insert: 
4.24(b)  (2) ;  or 

(91) Pa  ge  102,  after  line  7,  insert: 

“(C)  in  the  case  of  an  option  not  immediately 
exercisable  in  full,  to  accelerate  the  time  at  which 
the  option  may  be  exercised. 

(92) Page  102,  after  line  12,  insert: 

“(i)  Stockholder  Approval— For 
purposes  of  this  part,  if  the  grant  of  an  option 
is  subject  to  approval  by  stockholders,  the  date 
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1  of  grant  of  the  option  shall  be  determined  as  if 

2  the  option  had  not  been  subject  to  such  approval. 

3  (93)Page  102,  line  13,  strike  out  [  (i)  ]  and  insert:  (j) 

4  (94)  Page  105,  strike  out  all  after  line  5  over  to  and  includ- 

5  ing  line  7  on  page  106  and  insert: 

6  (a)  Returns  Relating  to  Payments  of  Divi- 

7  vends,  Etc.,  and  Certain  Transfers  of  Stock— In 

8  the  case  of  each  failure — 

9  “(1)  to  file  a  statement  of  the  aggregate  amount  of 

10  payments  to  another  person  required  by  section  6042 

11  (a)(l)  (relating  to  payments  of  dividends  aggregating 

12  $10  or  more),  section  6044(a)(1)  (relating  to  pay- 

13  ments  of  patronage  dividends  aggregating  $10  or  more), 

14  or  section  6049(a)(1)  (relating  to  payments  of  interest 

15  aggregating  $10  or  more), 

16  u(2)  to  make  a  return  required  by  section  6039(a) 

17  (relating  to  reporting  information  in  connection  with 

18  certain  options)  with  respect  to  a  transfer  of  stock  or  a 

19  transfer  of  legal  title  to  stock,  or 

20  “(3)  1°  make  a  return  required  by  section  6052(a) 

21  ( relating  to  reporting  payment  of  wages  in  the  form  of 

22  group-term  life  insurance)  with  respect  to  group-term 

23  life  insurance  on  the  life  of  an  employee, 

24  on  the  date  prescribed,  therefor  (determined  with  regard  to 

25  any  extension  of  time  for  filing),  unless  it  is  shown  that  such 
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1  failure  is  due  to  reasonable  cause  and  not  to  willfid  neglect, 

2  there  shall  be  paid  (upon  notice  and  demand  by  the  Secre- 

3  tary  or  his  delegate  and  in  the  same  manner  as  tax),  by 

4  the  person  failing  to  file  a  statement  referred  to  in  paragraph 

5  (1)  or  failing  to  make  a  return  referred  to  in  paragraph 

6  (2)  or  (3),  $10  for  each  such  failure,  but  the  total  amount 
1  imposed  on  the  delinquent  person  for  all  such  failures  during 

8  any  calendar  year  shall  not  exceed  $ 25,000  ” 

9  (95)Page  107,  strike  out  lines  16  to  19,  inclusive,  over  to 

10  and  including  line  3  on  page  108  and  insert: 

11  (e)  Effective  Dates  and  Transition  Rules. — 

12  (1)  Except  as  provided  in  paragraphs  (2)  and 

13  (3),  the  amendments  made  by  this  section  shall  apply 

14  to  taxable  years  ending  after  December  31,  1963. 

15  (2)  The  amendments  made  by  paragraphs  (1)  and 

16  (3)  of  subsection  (b),  and  paragraph  (2)  of  section 

17  6652(a)  of  the  Internal  Revenue  Code  of  1954  (as 

18  amended  by  paragraph  (2)  of  subsection  (b)),  shall 

19  apply  to  stock  transferred  pursuant  to  options  exercised 

20  on  or  after  January  1,  1964. 

21  (3)  In  the  case  of  an  option  granted  after  Decem- 

22  ber  31,  1963,  and  before  January  1,  1965 — 

23  (A)  paragraphs  (1)  and  (2)  of  section  422 

24  (b)  of  the  Internal  Revenue  Code  of  1954  (as 

25  added  by  subsection  (a))  shall  not  apply,  and 
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1  (B)  paragraph  (1)  of  section  425(h)  of  such 

2  Code  ( as  added  by  subsection  (a))  shall  not  apply 

3  to  any  change  in  the  terms  of  such  option  made 

4  before  January  1,  1965,  to  permit  such  option  to 

5  qualify  under  paragraphs  (3),  (4),  and  (5)  of 

6  such  section  422(b). 

1  (96)Page  108,  after  line  3,  insert: 

8  SEC.  223.  INSTALLMENT  SALES  BY  DEALERS  IN  PERSONAL 

9  PROPERTY. 

10  (a)  Installment  Plans. — Section  453(a)  (relating 

11  to  reporting  of  income  by  dealers  in  personal  property  from 

12  sales  on  the  installment  plan)  is  amended  to  read  as  follows: 

13  “(a)  Dealers  in  Personal  Property.— 

14  “(1)  General  rule. — Under  regulations  pre- 

15  scribed  by  the  Secretary  or  his  delegate,  a  person  who 

16  regularly  sells  or  otherwise  disposes  of  personal  property 

17  on  the  installment  plan  may  return  as  income  therefrom 

18  in  any  taxable  year  that  proportion  of  the  installment 

19  payments  actually  received  in  that  year  which  the  gross 

20  profit,  realized  or  to  be  realized  ivhen  payment  is  com- 

21  pleted,  bears  to  the  total  contract  price. 

22  “( 2)  Installment  plan. — For  purposes  of  para- 

23  graph  (1) ,  the  term  ‘ installment  plan ’  includes  any  plan 

24  which  provides  for  the  payment  by  the  purchaser  for 

25  the  personal  property  sold  to  him  in  a  series  of  periodic 
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1  installments  of  an  agreed  part  or  installment  of  the  debt 

2  due  the  seller. 

3  “(3)  Total  contract  price. — For  purposes  of 

4  paragraph  (1),  the  term  ‘total  contract  price ’  includes 

5  all  charges  relative  to  the  sale  of  the  personal  property , 

^  including  the  time  price  differential  which  represents  the 

7  amount  paid  or  payable  for  the  privilege  of  purchasing 

3  the  personal  property  to  be  paid  for  by  the  purchaser  in 
^  installments  over  a  period  of  time.” 

10  (Pj  Effectve  Date. — The  amendment  made  by  sub- 

11  section  (a)  shall  apply  to  taxable  years  beginning  after 
13  December  31,  1963. 

13  (97)Page  108,  after  line  3,  insert: 

14  SEC.  224.  TIMING  OF  DEDUCTIONS  AND  CREDITS  IN  CER- 

15  TAIN  CASES  WHERE  ASSERTED  LIABILITIES 

16  ARE  CONTESTED. 

17  (a)  Taxable  Year  of  Deduction  or  Credit.— 

18  (1)  Section  461  (relating  to  general  rule  for  taxable 

19  year  of  deduction )  is  amended  by  adding  at  the  end 

20  thereof  the  following  new  subsection: 

21  “(f)  Contested  Liabilities. — If — 

22  “(1)  the  taxpayer  contests  an  asserted  liability, 

23  “(2)  the  taxpayer  transfers  money  or  other  property 

24  to  provide  for  the  satisfaction  of  the  asserted  liability, 
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1  “(3)  the  contest  with  respect  to  the  asserted  liability 

2  exists  after  the  time  of  the  transfer,  and 

3  “(4)  but  for  the  fact  that  the  asserted  liability  is  con- 

4  tested,  a  deduction  or  credit  would  be  allowed  for  the  tax- 

5  able  year  of  the  transfer  ( or  for  an  earlier  taxable  year) , 

6  then  the  deduction  or  credit  shall  be  allowed  for  the  taxable 

7  year  of  the  transfer.” 

8  (2)  Section  43  of  the  Internal  Revenue  Code  of 

9  1939  (relating  to  period  for  which  deductions  and 

10  credits  taken)  is  amended  by  adding  at  the  end  thereof 

11  the  following  new  sentence:  “if- 

12  “(1)  the  taxpayer  contests  an  asserted  liability, 

13  “(2)  the  taxpayer  transfers  money  or  other  prop- 

14  erty  to  provide  for  the  satisfaction  of  the  asserted 

15  liability, 

16  “(3)  the  contest  with  respect  to  the  asserted  liability 

17  exists  after  the  time  of  the  transfer,  and 

18  “(4)  but  for  the  fact  that  the  asserted  liability  is 

19  contested,  a  deduction  or  credit  would  be  allowed  for 

20  the  taxable  year  of  the  transfer  (or  for  an  earlier  tax- 

21  able  year), 

22  then  the  deduction  or  credit  shall  be  allowed  for  the  taxable 

23  year  of  the  transfer 
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(b)  Effective  Dates . — Except  as  provided  in  sub¬ 
sections  (c)  and  (d) — 

(V  the  amendment  made  by  subsection  (a)(1) 
shall  apply  to  taxable  years  beyinning  after  December 
31,  1953,  and  ending  after  August  16,  1954,  and 
(2)  the  amendment  made  by  subsection  (a)(2) 
shall  apply  to  taxable  years  to  which  the  Internal 
Bevenue  Code  of  1939  applies. 

(c)  Election  as  to  Transfers  in  Taxable 
Years  Beginning  Before  January  1,  1964. — 

(1)  The  amendments  made  by  subsection  (a)  shall 
not  apply  to  any  transfer  of  money  or  other  property 
described  in  subsection  (a)  made  in  a  taxable  year 
beginning  before  January  1,  1964,  if  the  taxpayer  elects, 
in  the  manner  provided,  by  regulations  prescribed  by  the 
Secretary  of  the  Treasury  or  his  delegate,  to  have  this 
paragraph  apply.  Such  an  election — 

(A)  must  be  made  within  one  year  after  the 
date  of  the  enactment  of  this  Act, 

(B)  may  not  be  revoked  after  the  expiration  of 

such  one-year  period,  and 

(C)  shall  apply  to  all  transfers  described  in 
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the  first  sentence  of  this  paragraph  (other  than 
transfers  described  in  paragraph  (2) ) . 

In  the  case  of  any  transfer  to  which  this  paragraph 
applies,  the  deduction  or  credit  shall  be  allowed  only  for 
the  taxable  year  in  which  the  contest  with  respect  to  such 
transfer  is  settled. 

(2 )  Paragraph  (1 )  shall  not  apply  to  any  transfer 
if  the  assessment  of  any  deficiency  which  would  result 
from  the  application  of  the  election  in  respect  of  such 
transfer  is,  on  the  date  of  the  election  under  paragraph 
(1),  prevented  by  the  operation  of  any  law  or  rule  of 
law. 

(3)  If  the  taxpayer  makes  an  election  under  para¬ 
graph  (1),  and  if,  on  the  date  of  such  election,  the 
assessment  of  any  deficiency  which  results  from  the  appli¬ 
cation  of  the  election  in  respect  of  any  transfer  is  not 
prevented  by  the  operation  of  any  law  or  rule  of  law, 
the  period  within  which  assessment  of  such  deficiency  may 
be  made  shall  not  expire  earlier  than  2  years  after  the 
date  of  the  enactment  of  this  Act . 

(d)  Certain  Other  Transfers  in  Taxable 
Years  Beginning  Before  January  1,  1964. — The 
amendments  made  by  subsection  (a)  shall  not  apply  to  any 
transfer  of  money  or  other  property  described  in  subsection 
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1  (a)  made  in  a  taxable  year  beginning  before  January  1, 

2  1964,  if— 

3  (1)  no  deduction  or  credit  has  been  allowed  in 

4  respect  of  such  transfer  for  any  taxable  year  before  the 

5  taxable  year  in  which  the  contest  with  respect  to  such 

6  transfer  is  settled ,  and 

7  (2)  refund  or  credit  of  any  overpayment  which 

8  would  result  from  the  application  of  such  amendments 

9  to  such  transfer  is  prevented  by  the  operation  of  any 
law  or  rule  of  law. 

11  In  the  case  of  any  transfer  to  which  this  subsection  applies , 
1^  the  deduction  or  credit  shall  be  allowed  for  the  taxable  year 

13  in  which  the  contest  with  respect  to  such  transfer  is  settled. 

14  (98)Page  108,  line  4,  strike  out  [215]  and  insert:  225 
16  (99)Page  1 12,  strike  out  lines  12  to  16,  inclusive. 

16  (l00)Page  112,  strike  out  lines  17  to  22,  inclusive,  and 

17  insert : 

18  (c )  Effective  Date. — The  amendments  made  by  sub - 

19  sections  (a)  and  (b)  shall  apply  to  payments  made  after 

20  December  31,  1963,  on  account  of  sales  or  exchanges  of 

21  property  occurring  after  J une  30,  1963,  other  than  any 

22  sale  or  exchange  made  pursuant  to  a  binding  written  con- 

23  tract  (including  an  irrevocable  written  option)  entered  into 
.24  before  July  1,1963. 
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(101) Page  113,  line  1,  strike  out  [2163  and  insert:  226 

(102) Page  114,  lines  23  and  24,  strike  out  [,  plus  the 

interest  described  in  section  543  (b)  (2)  (C),]. 

(103) Page  116,  line  4,  strike  out  [or} 

(104) Page  116,  line  6,  strike  out  [obligations.}  and  insert: 

obligations,  or 

(105) Page  116,  after  line  6,  insert: 

11  (Hi)  rendering  services  or  making  facil¬ 
ities  available  to  another  corporation  which  is 
engaged  in  the  lending  or  finance  business 
(within  the  meaning  of  this  subparagraph) ,  but 
only  if  such  other  corporation  and  the  corpora¬ 
tion  rendering  services  or  making  facilities 
available  are  members  of  the  same  affiliated 
group  ( as  defined  in  section  1504) . 

(106) Page  116,  line  14,  strike  out  [or}  and  insert:  unless 
the  loans,  notes,  or  installment  obligations  are  evidenced  or 
secured  by  contracts  of  conditional  sale,  chattel  mortgages, 
or  lease  agreements,  arising  out  of  the  sale  of  goods  or  serv¬ 
ices  in  the  course  of  the  transferor's  or  borrower’s  trade  or 
business,  or 

(107) Page  117,  strike  out  all  after  line  14  over  to  and  in¬ 
cluding  line  4  on  page  118  and  insert: 

“(3)  Income  received  from  certain  affil¬ 
iated  corporations. — For  purposes  of  subsection  (c) 
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(6)(B),  in  the  case  of  a  lending  or  finance  company 
which  meets  the  requirements  of  subsection  (c)  (6)  (A), 
there  shall  not  be  treated  as  personal  holding  company 
income  the  lawful  income  received  from  a  corporation 
which  meets  the  requirements  of  subsection  (c)  (6)  and 
which  is  a  member  of  the  same  affiliated  group  ( as  de¬ 
fined  in  section  1504)  of  which  such  company  is  a 
member . 

(108)Page  119,  strike  out  lines  10  to  16,  inclusive,  and  in¬ 
sert: 

“(B)  the  sum  of — 

“(i)  the  dividends  paid  during  the  taxable 
year  (determined  under  section  562), 

u(ii)  the  dividends  considered  as  paid  on 
the  last  day  of  the  taxable  year  under  section 
563(c)  (as  limited  by  the  second  sentence  of 
section  563(b)  ),  and 

“(Hi)  the  consent  dividends  for  the  taxable 
year  (determined  under  section  565), 
equals  or  exceeds  the  amount,  if  any,  by  which  the 
personal  hdlding  company  income  for  the  taxable 
year  (computed  without  regard  to  this  paragraph 
and  paragraph  (6),  and  computed  by  including  as 
personal  holding  company  income  copyright  royal¬ 
ties  and  the  adjusted  income  from  mineral,  oil, 
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and  gas  royalties)  exceeds  10  percent  of  the  Ordi¬ 
nary  gross  income . 

(109) Page  125,  line  21,  strike  out  [amortization,]  and 
insert:  amortization  of  property  other  than  tangible  personal 
property  which  is  not  customarily  retained  by  any  one  lessee 
for  more  than  three  years , 

(110) Page  126,  line  7,  strike  out  [subsection  (a)  (3)  ]  and 
insert:  paragraph  (4) 

(111) Page  128,  line  2,  strike  out  [such  royalties]  and  in¬ 
sert:  mineral ,  oil,  and  gas  royalties  (including  production 
payments  and  overriding  royalties) 

(112) Page  137,  line  9,  strike  out  [552, — ]  and  insert: 
552— 

(113) Page  138,  line  23,  strike  out  [196  6]  and  insert:  1967 

(114) Page  138,  line  25,  strike  out  [1966]  and  insert:  1967 

(115) Page  139,  line  7,  strike  out  [class  B]  and  insert: 
long-term 

(116) Page  139,  line  9,  strike  out  [August  1,]  and  insert: 
December  31, 

(117) Page  139,  line  12,  strike  out  [August  1,]  and  insert: 
December  31, 

(118) Page  139,  line  18,  strike  out  [1965]  and  insert:  1966 

(119) Page  139,  line  20,  strike  out  [1965]  and  insert:  1966 

(120) Page  140,  line  4,  strike  out  [1966]  and  insert:  1967 
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1  (121)Page  140,  line  6,  strike  out  [class  B]  and  insert: 

2  long-term 

3  (122)Page  140,  line  11,  strike  out  [August  1]  and  insert: 

4  December  31 

5  (123)Page  140,  line  14,  strike  out  [August  1]  and  insert: 

6  December  31 

7  (124)Page  140,  line  23,  strike  out  [August  1,  1963]  and 

8  insert:  January  1,  1964 

9  (125)Page  140,  line  25,  strike  out  [1967]  and  insert:  1968 

10  (126)Page  141,  lines  16  and  17,  strike  out  [August  1, 

11  1963]  and  insert:  January  1 , 1964 

12  (127)Page  142,  line  1,  strike  out  [or] 

13  (128)Page  142,  line  2,  after  "amortization”  insert:  ,  or 

14  depletion 

15  (129)Page  142,  line  6,  strike  out  all  after  "before”  down 

16  to  and  including  "subsection”  in  line  7  and  insert:  December 

17  31,  1963 , 

18  (130)Page  142,  line  12,  strike  out  [year.”]  and  insert: 

19  year . 

20  (131)Page  142,  after  line  12,  insert: 

21  “(4)  Mistake  as  to  applicability  of  subsec- 

22  tion. — An  election  made  under  this  section  by  a  quali- 

23  fied  electing  shareholder  of  a  corporation  in  which  such 
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1  shareholder  states  that  such  election  is  made  on  the  as - 

2  sumption  that  such  corporation  is  a  corporation  referred 

3  to  in  paragraph  (3)  shall  have  no  force  or  effect  if  it 

4  is  determined  that  the  corporation  is  not  a  corporation 

5  referred  to  in  paragraph  (3).” 

6  (132)Page  144,  line  1,  strike  out  all  after  “before”  down 

7  to  and  including  “subsection”  in  line  2  and  insert:  December 

8  31,  1963, 

9  (133)  Page  144,  line  18,  strike  out  [August  1,  1963,]  and 

10  insert:  January  1,  1964, 

11  (134)Page  144,  line  20,  strike  out  [July  31,  1963,]  and 

12  insert:  December  31,  1963, 

13  (135)Page  144,  line  22,  strike  out  all  after  “but”  down  to 

14  and  including  “1963,”  in  line  25. 

15  (136)Page  145,  line  6,  strike  out  [July  31,]  and  insert: 

16  December  31, 

17  (137)Page  146,  line  13,  strike  out  [or  amortization]  and 

18  insert:  amortization,  or  depletion 

19  (138)Page  147,  line  7,  strike  out  [the]  and  insert:  an 

20  (139)Page  147,  line  8,  strike  out  [or  amortization]  and 

21  insert:  amortization,  or  depletion 

22  (140)Page  147,  line  9,  strike  out  [July  31]  and  insert: 

23  December  31 

24  (141)Page  148,  strike  out  all  after  line  2  over  to  and 

25  including  line  13  on  page  153. 
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(142}Page  153,  line  14,  strike  out  [  (k)  ]  and  insert:  (j) 

(143) Page  156,  line  3,  strike  out  [(1)]  and  insert:  (k) 

(144) Page  156,  line  5,  strike  out  [(g),  and  (j)]  and 
insert:  and  (g) 

(145) Page  156,  strike  outlines  15,  16,  and  17. 

(146) Page  156,  line  18,  strike  out  [  (5)  ]  and  insert:  (4) 

(147) Page  157,  line  1,  strike  out  [217]  and  insert:  227 

(148) Page  161,  line  13,  strike  out  [1963]  and  insert:  1964 

(149) Page  165,  line  1,  strike  out  [218]  and  insert:  228 

(150) Page  165,  line  8,  after  “or”  insert:  Domestic 

(151) Page  165,  strike  out  lines  10  and  11  and  insert: 

(B)  by  inserting  “or  iron  ore  mined  in  the 
United  States,”  after  “coal  (including  lignite),”; 

(152) Page  165,  line  13,  strike  out  [631  (c) .]  and  insert: 
631(c);  and 

(153) Page  165,  after  line  13,  insert: 

(D)  by  adding  at  the  end  thereof  the  following 
new  sentence: 

“This  subsection  shall  not  apply  to  any  disposal  of  iron  ore — 
“( 1)  to  a  person  whose  relationship  to  the  person 
disposing  of  such  iron  ore  would  result  in  the  disallow¬ 
ance  of  losses  under  section  267  or  707(b),  or 

“(2)  to  a  person  owned  or  controlled  directly  or 
indirectly  by  the  same  interests  which  own  or  control  the 
person  disposing  of  such  iron  ore.” 
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(154) Page  165,  line  17,  after  “or”  insert:  domestic 

(155) Page  166,  line  7,  after  “OR”  insert:  DOMESTIC 

(156) Page  166,  in  the  first  line  after  line  10,  after  “or” 
where  it  appears  the  second  time  insert :  domestic 

(157) Page  166,  line  13,  after  “OR”  insert:  DOMESTIC 

(158) Page  166,  in  the  first  line  after  line  16,  after  “or” 
insert:  domestic 

(159) Page  166,  line  18,  after  ““or”  insert:  domestic 

(160) Page  167,  after  line  3,  insert: 

(7)  Section  211(a)(3)  of  the  Social  Security  Act 
is  amended  by  striking  out  clause  (B)  and  inserting  in 
lieu  thereof  “(B)  from  the  cutting  of  timber,  or  the  dis¬ 
posal  of  timber,  coal ,  or  iron  ore,  if  section  631  of  the 
Internal  Revenue  Code  of  1954  applies  to  such  gain  or 
loss”. 

(161) Page  167,  strike  out  lines  4,  5,  and  6  and  insert: 
(c)  Effective  Date. — The  amendments  made  by  this 

section  shall  apply  with  respect  to  amounts  received  or  ac¬ 
crued  in  taxable  years  beginning  after  December  31,  1963, 
attributable  to  iron  ore  mined  in  such  taxable  years. 

(162) Page  167,  after  line  6,  insert: 

SEC.  229.  INSURANCE  COMPANIES. 

(a)  Certain  Mutualization  Distributions  Made 
in  1962 j— 

(1)  Deduction  for  certain  mutualization 
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distributions.— Section  809  (d )  (11 )  (relating  to 
deductions  in  computing  gain  from  operations  in  the 
case  of  certain  mutualization  distributions)  is  amended 
by  striking  out  “and  1961 ”  and  inserting  in  lieu  thereof 
“1961,  and  1962”. 

(2)  Application  of  section  sis. — Section 
809(g)(3)  (relating  to  application  of  section  815  to 
certain  mutualization  distributions)  is  amended  by  strik¬ 
ing  out  “or  1961 ”  and  inserting  in  lieu  thereof  “1961, 
or  1962”. 

(b)  Accrual  of  Bond  Discount  — 

(1)  Life  insurance  companies.— Section  818 
(b)  (relating  to  amortization  of  premium  and  accrual 
of  discount)  is  amended  by  adding  at  the  end  thereof 
the  following  new  paragraph: 

“(3)  Exception . — For  taxable  years  beginning 
after  December  31,  1962,  no  accrual  of  discount  shall 
be  required  under  paragraph  (1)  on  any  bond  ( as 
defined  in  section  171(d)  ),  except  in  the  case  of  discount 
which  is — 

“(A)  interest  to  which  section  103  applies,  or 
“(B)  original  issue  discount  (as  defined  in 
section  1232(b)). 

For  purposes  of  section  805(b)  (3)  (A),  the  current 
earnings  rate  for  any  taxable  year  beginning  before 
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1  January  1,  1963,  shall  he  determined  as  if  the  preceding 

2  sentence  applied  to  such  taxable  year 

3  (2)  Mutual  insurance  companies. — Section 

4  822(d)(2)  (relating  to  amortization  of  premium  and 

5  accrual  of  discount)  is  amended  by  adding  at  the  end 

6  thereof  the  following  new  sentence:  “ For  taxable  years 

7  beginning  after  December  31,  1962,  no  accrual  of  dis- 

8  count  shall  be  required  under  this  paragraph  on  any  bond 
0  (as  defined  in  section  171(d)  ) .” 

10  (c)  Contributions  to  Qualified,  etc.,  Plans. — 

11  Section  832(c)  (10)  (relating  to  deductions  allowed  in  com- 

12  puting  taxable  income  of  certain  insurance  companies)  is 

13  amended  by  inserting  before  the  semicolon  at  the  end  thereof 

11  uand  in  part  I  of  subchapter  D  (sec.  401  and  following, 
15  relating  to  pension,  profit-sharing,  stock  bonus  plans,  etc.)”. 
10  (d )  Effective  Dates. — The  amendment  made  by  sub- 

17  section  (a)  shall  apply  to  taxable  years  beginning  after  De- 
10  cember  31,  1961.  The  amendment  made  by  subsection  (c) 
10  shall  apply  to  taxable  years  beginning  after  December  31, 

20  1953,  and  ending  after  August  16, 1954. 

21  (163)Page  167,  after  line  6,  insert: 

22  SEC.  230.  REGULATED  INVESTMENT  COMPANIES. 

23  (a)  Time  for  Mailing  Certain  Notices  to 

24  Shareholders. — The  following  provisions  ( relating  to 

25  notices  to  shareholders  by  regulated  investment  companies) 
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1  are  amended  by  striking  out  “30  days ”,  wherever  appearing 

2  therein,  and  inserting  in  lieu  thereof  “45  days” : 

3  (1)  Section  852(b)(3)(C) , 

4  (2 )  Section  852 (b)(3)(D)(i), 

5  (3)  Section  853  (c), 

6  (4)  Section  854  (b)(2),  and 

7  (5)  Section  855  (c). 

8  (b )  Certain  Redemptions  by  Unit  Investment 

9  Trusts. — Section  852  (relating  to  taxation  of  regulated  in - 

10  vestment  companies  and  their  shareholders)  is  amended  by 

11  adding  at  the  end  thereof  the  following  new  subsection: 

12  “(d)  Distributions  in  Redemption  of  Interests 

13  IN  Unit  Investment  Trusts. — In  the  case  of  a  unit 
H  investment  trust — 

15  “(1)  which  is  registered  under  the  Investment  Com- 

16  pany  Act  of  1940  and  issues  periodic  payment  plan 
certificates  ( as  defined  in  such  Act),  and 

18  “(2 )  substantially  all  of  the  assets  of  which  consist  of 

19  securities  issued  by  a  management  company  ( as  defined 

2^  in  such  Act), 

21  section  562(c)  (relating  to  preferential  dividends)  shall  not 

22  apply  to  a  distribution  by  such  trust  to  a  holder  of  an  interest 

23  in  such  trust  in  redemption  of  part  or  all  of  such  interest, 

24  with  respect  to  the  net  capital  gain  of  such  trust  attributable 

25  to  such  redemption ” 
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(c)  Effective  Dates. — The  amendments  made  by 
subsection  (a)  shall  apply  to  taxable  years  of  regulated  invest¬ 
ment  companies  ending  on  or  after  the  date  of  the  enactment 
of  this  Act.  The  amendment  made  by  subsection  (b)  shall 
apply  to  taxable  years  of  regulated  investment  companies 
ending  after  December  31,  1963 . 

(164)Page  167,  after  line  6,  insert: 

SEC.  231.  FOREIGN  TAX  CREDIT  WITH  RESPECT  TO  CER¬ 
TAIN  FOREIGN  MINERAL  INCOME. 

(a)  Limitation  on  Amount  of  Foreign  Taxes  To 
Be  Taken  Into  Account.— Section  901  (relating  to  taxes 
of  foreign  countries  and  possessions  of  the  United  States)  is 
amended — 

(1)  by  redesignating  subsection  (d)  as  (e);  and 

(2)  by  inserting  after  subsection  (c)  the  following 
new  subsection: 

“(d)  Foreign  Taxes  on  Mineral  Income.— 

“(1)  Reduction  of  amounts  to  be  taken 
into  account. — 

“(A)  Per-country  limitation  taxpay¬ 
ers. — In  the  case  of  a  taxpayer  to  whom  the  limita¬ 
tion  provided  by  section  904  (a)(1)  applies  for  the 
taxable  year,  the  amount  of  taxes  paid  or  accrued 
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during  the  taxable  year  to  any  foreign  country  with 
respect  to  mineral  income  which  would  (but  for 
this  paragraph)  be  taken  into  account  for  purposes 
of  this  subpart  shall  be  reduced  by  the  amount  (if 
any)  by  which — 

“(i)  the  amount  of  such  taxes  (or,  if 
smaller,  the  amount  of  the  tax  which  would  be 
computed  under  this  chapter  with  respect  to 
such  income  determined  without  the  deduction 
allowed  under  section  613 ) ,  exceeds 

“(ii)  the  amount  of  the  tax  computed  un¬ 
der  this  chapter  zuith  respect  to  such  income . 
“(B)  Overall  limitation  taxpayers  — 
In  the  case  of  a  taxpayer  to  whom  the  limitation 
provided  by  section  904(a)(2)  applies  for  the  tax¬ 
able  year,  the  amount  of  taxes  paid  or  accrued 
during  the  taxable  year  to  all  foreign  countries 
with  respect  to  mineral  income  which  would  (but 
for  this  paragraph)  be  taken  into  account  for  pur¬ 
poses  of  this  subpart  shall  be  reduced  by  the  amount 
(if  any)  by  which — 

“(i)  the  amount  of  such  taxes  (or,  if 
smaller,  the  amount  of  the  tax  which  would  be 
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computed  under  this  chapter  with  respect  to 
such  income  determined  without  the  deduction 
allowed  under  section  613),  exceeds 

“(ii)  the  amount  of  tax  computed  under 
this  chapter  with  respect  to  such  income. 

11  (2)  Mineral  income.— 

11  ( A)  In  general. — For  purposes  of  this  sub¬ 
section,  the  term  1  mineral  income’  means  income  de¬ 
rived  from  sources  without  the  United  States  from 
mineral  activities,  including,  but  not  limited  to — 
“(i)  dividends  received  from  corporations 
in  which  5  percent  or  more  of  the  voting  stock 
is  owned  directly  or  indirectly  by  the  taxpayer, 
to  the  extent  such  dividends  are  attributable  to 
mineral  activities,  and 

“(ii)  that  portion  of  the  taxpayer  s  distribu¬ 
tive  share  of  income  of  partnerships  attributable 
to  mineral  activities . 

“(B)  Mineral  activities. — For  purposes  of 
subparagraph  (A),  the  term  ‘mineral  activities’  in¬ 
cludes  the  extraction  of  minerals  from  mines,  wells , 
or  other  natural  deposits,  the  processing  of  such 
minerals  into  their  primary  products,  and  the  trans¬ 
portation,  distribution,  or  sale  of  such  minerals  or 
primary  products.” 
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^  (b)  Effective  Date. — The  amendments  made  by  sub- 

2  section  (a)  shall  apply  with  respect  to  taxable  years  be- 

3  ginning  after  December  31, 1963 . 

4  (165)Page  167,  after  line  6,  insert: 

5  SEC.  232.  AMOUNTS  RECEIVED  FROM  EMPLOYER  ON  SALE 


6 

7 

8 
9 


OF  RESIDENCE  OF  EMPLOYEE  IN  CONNEC¬ 
TION  WITH  TRANSFER  TO  NEW  PLACE  OF 
WORK. 

(a)  Treatment  of  Certain  Amounts  Deceived 
IQ  From  Employer  on  Sale  of  Besidence  of  Employee 
U  in  Connection  With  Transfer  to  New  Place  of 
12  Work  — 

(1 )  Part  I  of  subchapter  0  of  chapter  1  (relat¬ 
ing  to  determination  of  amount  of  and  recognition  of  gain 
or  loss)  is  amended  by  adding  at  the  end  thereof  the 
following  new  section: 


13 

14 

15 

16 


17  ((SEC.  1003.  AMOUNTS  RECEIVED  FROM  EMPLOYER  ON 
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SALE  OF  RESIDENCE  OF  EMPLOYEE  IN 
CONNECTION  WITH  TRANSFER  TO  NEW 
PLACE  OF  WORK. 

“(a)  General  BuLE.—lf — 

“(1)  property  (in  this  section  called  ‘ old  resi¬ 
dence')  used  by  the  taxpayer  as  his  principal  resi¬ 
dence  is  sold  by  the  taxpayer  or  his  spouse  pursuant 
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to  a  sales  contract  entered  into  within  the  forced  sale 
period  for  the  old  residence ,  and 

“(2)  the  taxpayers  employer,  not  later  than  one 
year  after  the  date  such  sales  contract  was  entered  into, 
pays  part  or  all  of  the  sale  differential  on  the  old  resi¬ 
dence, 

then,  for  purposes  of  this  chapter,  the  amount  so  paid  shall 
he  treated  hy  the  taxpayer  or  his  spouse  ( as  the  case  may  he ) 
as  an  additional  amount  realized  on  the  sale  of  the  old  resi¬ 
dence  to  the  extent  that  it  does  not  exceed  the  lesser  of  (A) 
the  sale  differential,  or  (B)  15  percent  of  the  gross  sales 
price  of  the  old  residence. 

“( h)  Limitations.— 

11  (1)  Period  of  employment —This  section  shall 
not  apply  unless,  for  the  six-month  period  ending  on  the 
day  on  which  the  taxpayer  commences  work  at  the  new 
principal  place  of  work,  he  was  an  employee  of  the 
employer. 

“(2)  Location  of  new  place  of  work. — This 
section  shall  not  apply  unless  the  taxpayer  s  new  prin¬ 
cipal  place  of  work — 

“(A)  is  at  least  20  miles  farther  from  the  old 
residence  than  was  his  former  principal  place  of 
work ,  or 
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“(B)  if  he  had  no  former  principal  place  of 
work,  is  at  least  20  miles  f  rom  the  old  residence. 
“(c)  Definitions;  Special  Rules. — For  purposes 
of  this  section — 

“(1)  Forced  sale  period. — The  term  ‘ forced 
sale  period ’  means  the  period  beginning  90  days  be¬ 
fore,  and  ending  180  days  after,  the  date  on  which  the 
taxpayer  commences  work  as  an  employee  at  the  new 
principal  place  of  work. 

“(2)  Sale  differential.— The  term  ‘sale  dif¬ 
ferential’  means  the  amount  by  which — 

“(A)  the  appraised  value  of  the  old  residence, 
exceeds 

“(B)  the  gross  sales  price  of  the  old  residence 
reduced  by  the  selling  commissions,  legal  fees,  and 
other  expenses  incident  to  the  transfer  of  ownership 
of  the  old  residence. 

“(3)  Appraised  value.— The  appraised  value  of 
the  old  residence  is  the  average  of  two  or  more  appraisals 
of  fair  market  value  made,  on  or  after  the  valuation  date 
and  on  or  before  the  date  on  which  the  sales  contract  is 
entered  into,  by  independent  real  estate  appraisers  se¬ 
lected  by  the  employer,  but  shall  not  exceed  the  fair  mar- 
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ket  value.  Determination  of  appraised  value  shall  be 
made  as  of  the  valuation  date. 

“( 4)  Valuation  date. — The  term  ‘ valuation 
date ’  means  the  date  selected  by  the  employer  for  pur¬ 
poses  of  determininy  the  amount  to  be  paid  with  re¬ 
spect  to  the  sale  differential.  Such  date  shall  be  on  or 
before  the  date  the  sales  contract  is  entered  into  and 
within  the  forced  sale  period. 

“( 5)  Employer. — The  term  1 employer  means  the 
person  who  employs  the  taxpayer  as  an  employee  at  the 
new  principal  place  of  work.  Such  term  includes  any 
predecessor  or  successor  corporation  and  any  parent  cor¬ 
poration  or  subsidiary  corporation.  For  purposes  of  the 
precediny  sentence,  the  determination  of  whether  a  cor¬ 
poration  is  a  parent  corporation  or  a  subsidiary  corpora¬ 
tion  shall  be  made  under  subsections  (e)  and  (f)  of 
section  425  but  by  reference  to  the  date  on  which  the 
taxpayer  commences  work  as  an  employee  at  the  new 
principal  place  of  work  (in  lieu  of  as  of  the  time  of  the 
granting  of  the  option). 

“(6)  Exchanges. — An  exchange  by  the  taxpayer 
or  his  spouse  of  an  old  residence  for  other  property  shall 
be  treated  as  a  sale . 

“(7)  Tenant-stockholder  in  a  cooperative 
housing  CORPORATION. — Deferences  to  property  used 
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1  by  the  taxpayer  as  his  principal  residence  includes  stock 

2  held  by  a  tenant-stockholder  (as  defined  in  section  216) 

3  in  a  cooperative  housing  corporation  ( as  defined  in  such 

4  section)  if  the  house  or  apartment  which  the  taxpayer 

5  was  entitled  to  occupy  as  such  stockholder  was  used  by 

6  him  as  his  principal  residence. 

7  “(d)  Regulations. — The  Secretary  or  his  delegate 

8  shall  prescribe  such  regulations  as  may  be  necessary  to  carry 

9  out  the  purposes  of  this  section 

10  (2)  The  table  of  sections  for  part  I  of  subchapter  0 

11  of  chapter  1  is  amended  by  adding  at  the  end  thereof 

12  the  following: 

“See.  1003.  Amounts  received  from  employer  on  sale  of  resi¬ 
dence  of  employee  in  connection  with  transfer 
to  new  place  of  work” 

13  (b)  Effective  Date. — The  amendments  made  by  sub- 
11  section  (a )  shall  apply  to  amounts  paid  with  respect  to  sales 
15  contracts  entered  into  after  December  31,  1963,  in  taxable 
15  years  ending  after  such  date. 

17  (166)Page  167,  strike  out  all  after  line  6  over  to  and  in- 
13  eluding  line  20  on  page  205. 

19  (167)Page  205,  line  21,  strike  out  [220]  and  insert:  233 

20  (l68)Page  220,  line  9,  strike  out  [221]  and  insert:  234 

21  (169)Page  225,  line  2,  strike  out  all  after  “income’  ”  down 

22  to  and  including  “1964,”  in  line  10  and  insert:  means 
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(170) Page  232,  strike  out  all  after  line  23  over  to  and  in¬ 
cluding  line  2  on  page  233  and  insert: 

“(B)  an  amount  equal  to  25  percent  of  the 
excess  of  the  net  long-term  capital  gain  over  the  net 
short-term  capital  loss. 

(171) Pa  ge  234,  after  line  9,  insert: 

(c)  Amendment  of  Section  144. — Section  144  (re¬ 
lating  to  election  of  standard  deduction)  is  amended  by  add¬ 
ing  after  subsection  (c)  (as  added  by  112(c)(2)  of  this 
Act)  the  following  new  subsection: 

“(d)  Individuals  Electing  Income  Averag¬ 
ing. — In  the  case  of  a  taxpayer  who  chooses  to  have  the 
benefits  of  part  I  of  subchapter  Q  (relating  to  income  aver- 
aging)  for  the  taxable  year — 

“(1)  subsection  (a)  shall  not  apply  for  such  taxable 
year ,  and 

“(2)  the  standard  deduction  shall  be  allowed  if  the 
taxpayer  so  elects  in  his  return  for  such  taxable  year. 
The  Secretary  or  his  delegate  shall  by  regulations  prescribe 
the  manner  of  signifying  such  election  in  the  return.  If  the 
taxpayer  on  making  his  return  fails  to  signify,  in  the  manner 
so  prescribed,  his  election  to  take  the  standard  deduction,  such 
failure  shall  be  considered  his  election  not  to  take  the  standard 
deduction.” 
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(172) Page  234,  line  10,  strike  out  [(c)]  and  insert:  (d) 

(173) Page  235,  line  21,  strike  out  [(d)]  and  insert:  (e) 

(174) Page  236,  line  14,  strike  out  [  (e)  ]  and  insert:  (f) 

(175) Page  237,  line  5,  strike  out  [(f)]  and  insert:  (g) 

(176) Page  238,  line  12,  after  “Act”  insert:  and  (if  he 

elects  to  have  subsection  (e)  of  such  section  1307  apply) 

0 

section  170(b)(5)  of  such  Code  as  amended  by  this  Act 
shall  not  apply  to  charitable  contributions  paid  in  such  tax¬ 
able  year 

(177) Page  238,  after  line  12,  insert: 

SEC.  235.  SMALL  BUSINESS  CORPORATIONS. 

(a)  Ownership  of  Certain  Stock  Disregard¬ 
ed. — Section  1371  (relating  to  definition  of  small  business 
corporation)  is  amended  by  adding  at  the  end  thereof  the 
following  new  subsection: 

“(d)  Ownership  of  Certain  Stock.— -For  purposes 
of  subsection  ( a ),  a  corporation  shall  not  be  considered  a 
member  of  an  affiliated  group  at  any  time  during  any  tax¬ 
able  year  by  reason  of  the  ownership  of  stock  in  another 
corporation  if  such  other  corporation — 

“( 1)  has  not  begun  business  at  any  time  on  or  after 
the  date  of  its  incorporation  and  before  the  close  of  such 
taxable  year ,  and 
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“(2)  does  not  have  taxable  income  for  the  period 

included  within  such  taxable  year  ” 

(b)  Certain  Distributions  of  Money  After 

Close  of  Taxable  Year. — Section  1375  (relating  to 

special  rules  applicable  to  distributions  of  electing  small 

business  corporations)  is  amended  by  adding  at  the  end 

# 

thereof  the  following  new  subsection: 

“(e)  Certain  Distributions  After  Close  of 
Taxable  Year. — 

“( 1)  In  general. — For  purposes  of  this  chapter, 
if- 

“(A)  a  corporation  makes  a  distribution  of 
money  to  its  shareholders  on  or  before  the  15th  day 
of  the  third  month  following  the  close  of  a  taxable 
year  with  respect  to  which  it  was  an  electing  small 
business  corporation,  and 

“(B)  such  distribution  is  made  pursuant  to  a 
resolution  of  the  board  of  directors  of  the  corpora¬ 
tion,  adopted  before  the  close  of  such  taxable  year,  to 
distribute  to  its  shareholders  all  or  a  part  of  the 
proceeds  of  one  or  more  sales  of  capital  assets,  or  of 
property  described  in  section  1231(b),  made  dur¬ 
ing  such  taxable  year, 

such  distribution  shall,  at  the  election  of  the  corporation, 


4030 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 


83 


be  treated  as  a  distribution  of  money  made  on  the  last  day 
of  such  taxable  year. 

“(2)  Shareholders. — An  election  under  para¬ 
graph  (1)  with  respect  to  any  distribution  may  be  made 
by  a  corporation  only  if  each  person  who  is  a  shareholder 
on  the  day  the  distribution  is  received — 

“(A)  owns  the  same  proportion  of  the  stock 
of  the  corporation  on  such  day  as  he  owned  on  the 
last  day  of  the  taxable  year  of  the  corporation  pre¬ 
ceding  the  distribution,  and 

“(B)  consents  to  such  election  at  such  time  and 
in  such  manner  as  the  Secretary  or  his  delegate 
shall  prescribe  by  regulations. 

“(3)  Manner  and  time  of  election— An  elec¬ 
tion  under  paragraph  (1)  shall  be  made  in  such  manner 
as  the  Secretary  or  his  delegate  shall  prescribe  by  regu¬ 
lations.  Such  election  shall  be  made  not  later  than  the 
time  prescribed  by  law  for  filing  the  return  for  the  taxable 
year  during  which  the  sale  was  made  (including  ex¬ 
tensions  thereof)  except  that,  with  respect  to  any  taxable 
year  ending  on  or  before  the  date  of  the  enactment  of 
the  Revenue  Act  of  1964,  such  election  shall  be  made 
within  120  days  after  such  date.” 

(c)  Effective  Dates. — The  amendment  made  by  sub- 
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1  section  (a)  shall  apply  with  respect  to  taxable  years  of  cor- 

2  porations  beginning  after  December  31,  1962.  The  amend- 

3  ment  made  by  subsection  (b)  shall  apply  with  respect  to 

4  taxable  years  of  corporations  beginning  after  December  31, 

5  1957 . 

6  (178)Page  238,  line  13,  strike  out  [222]  and  insert:  236 

7  (179)Page  246,  line  20,  strike  out  [223]  and  insert:  237 

8  (180)Page  250,  strike  out  lines  5  to  *  10,  inclusive,  and 

9  insert : 

10  This  paragraph  shall  not  apply  to  the  taxable  year  of  a 

11  corporation  if — 

12  “(A)  such  corporation  is  the  only  component 

13  member  of  such  controlled  group  on  the  December 

14  31  included  in  such  corporation' s  taxable  year 

15  which  has  taxable  income  for  a  taxable  year  includ- 

16  ing  such  December  31,  or 

17  “(B)  such  corporation' s  surtax  exemption  is 

18  disallowed  for  such  taxable  year  under  any  provision 

19  of  this  subtitle . 

20  (181)Page  254,  line  5,  strike  out  [31]  and  insert  :  31 

21  (182)  Page  255,  strike  out  all  after  line  24  over  to  and  in- 

22  eluding  line  19  on  page  256  and  insert: 
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“(g)  Tolling  of  Statute  of  Limitations— In  any 
case  in  which  a  controlled  group  of  corporations  makes  an 
election  or  termination  under  this  section ,  the  statutory 
period — 

“(1)  for  assessment  of  any  deficiency  against  a  cor¬ 
poration  which  is  a  component  member  of  such  group 
for  any  taxable  year ,  to  the  extent  such  deficiency  is  at¬ 
tributable  to  the  application  of  this  part,  shall  not  expire 
before  the  expiration  of  one  year  after  the  date  such  elec¬ 
tion  or  termination  is  made;  and 

“(2)  for  allowing  or  making  credit  or  refund  of 
any  overpayment  of  tax  by  a  corporation  which  is  a 
component  mernbet  of  such  group  for  any  taxable  year, 
to  the  extent  such  credit  or  refund  is  attributable  to  the 
application  of  this  part,  shall  not  expire  before  the  expi¬ 
ration  of  one  year  after  the  date  such  election  or  termi¬ 
nation  is  made . 

(183) Page  262,  line  11,  strike  out  all  after  “  (2)”  down  to 
and  including  “individual”  in  line  13. 

(184) Page  262,  line  22,  strike  out  [corporation ;]  and 
insert:  corporation, 

(185) Page  267,  line  20,  strike  out  [The]  and  insert:  Such 
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(186) Page  270,  after  line  17,  insert: 

“(G)  If  stock  is  owned  by  a  person  within  the 
meaning  of  subsection  (d)  and  such  ownership 
results  in  the  corporation  being  a  component  mem¬ 
ber  of  a  controlled  group ,  such  stock  shall  not  be 
treated  as  excluded  stock  under  subsection  (c)(2) , 
if  by  reason  of  treating  such  stock  as  excluded  stock 
the  result  is  that  such  corporation  is  not  a  component 
member  of  a  controlled  group  of  corporations. 

(187) Page  270,  line  21,  after  “of”  insert:  a  corporation 
which  is  a  member  of 

(188) Page  270,  line  23,  strike  out  [a]  the  second  time  it 
appears  and  insert :  such 

(189) Page  274,  line  17,  strike  out  [at  least]  and  insert: 
more  than 

(190) Page  275,  strike  out  lines  3  to  7,  inclusive. 

(191) Page  275,  line  8,  strike  out  [(d)]  and  insert:  (c) 

(192) Page  276,  strike  out  lines  3  to  16,  inclusive,  and 
insert : 

income  tax)  is  amended  by  striking  out  “ then  such  deduc¬ 
tion,  credit,  or  other  allowance  shall  not  be  allowed”  at 
the  end  of  the  first  sentence  and  inserting  in  lieu  thereof 
“ then  the  Secretary  or  his  delegate  may  disallow  such 
deduction,  credit,  or  other  allowance” . 
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1  (193)Page  277,  after  line  17,  insert: 

2  SEC .  238.  VALIDITY  OF  TAX  LIENS  AGAINST  MORTGA- 

3  GEES ,  PLEDGEES ,  AND  PURCHASERS  OF 

4  MOTOR  VEHICLES. 

5  (a)  Mortgagees,  Pledgees,  and  Purchasers 

6  Without  Actual  Notice  or  Knowledge  of  Lien. — 

7  Section  6323(c)  (relating  to  exception  in  case  of  securities) 

8  is  amended — 

9  (1)  by  striking  out  the  heading  and  inserting  in  lieu 

10  thereof  “Exception  in  Case  of  Securities  and 

11  Motor  Vehicles.—  ’  ; 

12  (2)  by  striking  aut  “a  security,  as  defined  in  para- 

13  graph  (2)  of  this  subsection,”  in  paragraph  (1)  and 

14  inserting  in  lieu  thereof  “a  security  ( as  defined  in  para- 

15  graph  (2))  or  a  motor  vehicle  ( as  defined  in  paragraph 

16  (3))”; 

17  (3)  by  inserting  after  “such  security”  in  paragraph 

18  (1)  “or  such  motor  vehicle” ;  and 

19  (4 )  by  adding  at  the  end  thereof  the  following  new 

20  paragraph : 

21  “(3)  Definition  of  Motor  Vehicle. — As  used 

22  in  this  subsection,  the  term  ‘ motor  vehicle ’  means  a  ve- 

23  hide  (other  than  a  house  trailer)  which  is  registered 

24  for  highway  use  under  the  laws  of  any  State  or  foreign 

25  country.” 
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(b)  Liens  for  Estate  and  Gift  Taxes.— Section 
6324  (relating  to  special  liens  for  estate  and  gift  taxes) 
is  amended — 

(1)  by  striking  out  “  (relating  to  transfers  of  se¬ 
curities )”  in  subsections  (a)  and  (b)  and  inserting  in 
lieu  thereof  “(relating  to  securities  and  motor  vehi¬ 
cles) and 

(2)  by  striking  out  subsection  (c)  and  inserting 
in  lieu  thereof  the  following: 

“(c)  Exception  in  Case  of  Securities  and  Motor 
Vehicles . — The  lien  imposed  by  subsection  (a)  or  (b) 
shall  not  be  valid  with  respect  to  a  security  (as  defined  in 
section  6323(c)(2))  or  a  motor  vehicle  (as  defined  in 
section  6323  (c)(3))  as  against  any  mortgagee ,  pledgee ,  or 
purchaser  of  any  such  security  or  motor  vehicle,  for  an  ade¬ 
quate  and  full  consideration  in  money  or  money's  worth,  if 
at  the  time  of  such  mortgage,  pledge,  or  purchase  such  mort¬ 
gagee,  pledgee,  or  purchaser  is  without  notice  or  knowledge 
of  the  existence  of  such  lien." 

(c)  Effective  Date. — The  amendments  made  by  this 
section  shall  apply  only  with  respect  to  mortgages,  pledges, 
and  purchases  made  after  the  date  of  the  enactment  of  this 
Act. 
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1  (194)Page  277,  after  line  17,  insert: 

2  SEC.  239.  EARNED  INCOME  OF  CITIZENS  OF  THE  UNITED 

3  STATES  FROM  SOURCES  WITHOUT  THE 

4  UNITED  STATES. 

5  (a)  Reduction  of  Ceiling  on  Exemption . — Sec- 

6  tion  911(c)(1)  (relating  to  earned  income  from  sources 

7  without  the  United  States )  is  amended — 

8  (1)  by  striking  out,  in  subparagraph  (A)  thereof, 

9  “$20,000”  and  inserting  in  lieu  thereof  “$4,000” ;  and 

10  (2)  by  striking  out,  in  subparagraph  (B)  thereof , 

11  “$35,000”  and  inserting  in  lieu  thereof  “$6,000” . 

12  (b)  Effective  Date. — The  amendments  made  by 

13  subsection  (a)  shall  be  applicable  only  with  repect  to  taxable 

14  years  beginning  after  December  31,  1963. 

15  (195)Page  277,  after  line  17,  insert: 

16  SEC.  240.  HEADS  OF  HOUSEHOLDS. 

17  (a)  Section  1(b)  (relating  to  definition  of  head  of 

18  household)  is  amended  by  striking  out  the  word  “ either — ” 

19  in  the  first  sentence  of  paragraph  (2)  and  subparagraph 

20  (A)  and  subparagraph  (B)  of  paragraph  (2)  of  subsec- 

21  tion  (b)  and  inserting  in  lieu  thereof:  “maintains  a  household 

22  which  constitutes  for  such  taxable  year  the  principal  place 
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of  abode  of  any  person  who  is  a  dependent  of  the  taxpayer 
if  the  taxpayer  is  entitled  to  a  deduction  for  the  taxable  year 
for  such  person  under  section  151 .” 

(b)  The  amendments  made  by  subsection  (a)  shall  apply 
to  taxable  years  beginning  after  December  31,  1963. 

(196) Page  277,  after  line  17,  insert: 

SEC.  241.  LOSSES  ARISING  FROM  CONFISCATION  OF 
PROPERTY  BY  CUBA. 

Section  165  (relating  to  losses)  is  amended  by  relettering 
subsection  (i)  as  subsection  (j)  and  by  adding  the  following 
new  subsection  (i): 

“(i)  Property  Confiscated  by  Cuba. — For  pur¬ 
poses  of  subsection  (c)(3),  losses  of  property  which  arise 
from  expropriation,  intervention  in,  or  confiscation  by  Cuba 
shall  be  deemed  to  be  losses  from  ‘other  casualty’ .” 

(197) Page  277,  after  line  17,  insert: 

SEC.  242.  CREDIT  OR  REFUND  OF  SELF-EMPLOYMENT 
TAX. 

(a)  Chapter  65  (relating  to  abatements,  credits,  and  re¬ 
funds)  is  amended  by  adding  at  the  end  of  subchapter  B 
thereof,  the  following  new  section: 
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1  “SEC.  6424.  CREDIT  OR  REFUND  OF  SELF-EMPLOYMENT 

2  TAX  IN  CERTAIN  CASES. 

3  “//,  by  reason  of  an  agreement  made  pursuant  to  section 

4  218  of  the  Social  Security  Act,  the  self-employment  income 

5  (as  defined  in  section  1402(b))  of  any  individual  is,  for 

6  any  year  with  respect  to  which  the  period  of  limitation  for 

7  filing  claim  for  credit  or  refund  has  expired,  different  from 

8  what  it  would  be  but  for  such  agreement,  then,  notwith- 

9  standing  any  other  law  or  rule  of  law  (other  than  section 
7122  relating  to  compromises) ,  such  individual  shall  be 

11  entitled  to  a  credit  or  refund  of  so  much  of  the  tax  imposed 

12  by  chapter  2  (relating  to  tax  on  self-employment  income) 

13  as  was  imposed  upon  such  difference,  but  only  if  claim  there- 

14  for  is  filed  within  3  years  from  the  date  on  which  the  agree- 

15  ment  under  such  section  218  was  entered  into” 

10  (b)  The  table  of  sections  for  subchapter  B  of  chapter 

17  65  is  amended  by  adding  at  the  end  thereof,  the  following: 

“Sec.  61$ If..  Credit  or  refund  of  self-employment  tax  in  cer¬ 
tain  cases.” 
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(198)Page  277,  after  line  17,  insert: 

SEC.  243.  EXTENSION  OF  TIME  FOR  PAYMENT  OF  ESTATE 
TAX  ON  VALUE  OF  REVERSIONARY  OR  RE - 
MAINDER  INTEREST  IN  PROPERTY. 

(a)  Extension  Under  1954  Code.— Section  6163 
(b)  (relating  to  extension  of  time  for  paying  estate  tax  on 
value  of  reversionary  or  remainder  interest  in  property  to 
prevent  undue  hardship)  is  amended  by  striking  out  11  not  in 
excess  of  2 ”  and  inserting  in  lieu  thereof  “or  periods  not  in 
excess  of  3”. 

(b)  Extension  Under  1939  Code. Section  925  of 
the  Internal  Revenue  Code  of  1939  (relating  to  periods  of 
extension  of  time  for  paying  estate  tax  attributable  to  future 
interests)  is  amended  by  striking  out  “ not  in  excess  of  2”  and 
inserting  in  lieu  thereof  “or  periods  not  in  excess  of  3”. 

(c)  Effective  Date.— 

(1)  The  amendment  made  by  subsection  (a)  shall 
apply  in  the  case  of  any  reversionary  or  remainder  in¬ 
terest  only  if  the  time  for  payment  of  the  tax  under  chap¬ 
ter  11  of  the  Internal  Revenue  Code  of  1954  attributable 
to  such  interest ,  including  any  extensions  thereof ,  has  not 
expired  on  the  date  of  the  enactment  of  this  Act. 

(2)  The  amendment  made  by  subsection  (b)  shall 
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apply  in  the  case  of  any  reversionary  or  remainder  in¬ 
terest  only  if  the  time  for  payment  of  the  tax  under  chap - 

i 

ter  3  of  the  Internal  Revenue  Code  of  1939  has  not  ex¬ 
pired  on  the  date  of  the  enactment  of  this  Act . 

(199) Page  277,  after  line  17,  insert: 

SEC.  244.  CROP  INSURANCE  PROCEEDS. 

Section  451  ( relating  to  general  rule  for  taxable  year  of 
inclusion)  is  amended  hy  adding  the  following  subsection: 

“(c)  In  the  case  of  insurance  proceeds  received  as  a 
result  of  destruction  or  damage  to  crops ,  a  taxpayer  report¬ 
ing  on  the  cash  basis  of  accounting  may  elect  to  include  such 
proceeds  in  income  for  the  year  following  the  year  of  de¬ 
struction  or  damage  provided  he  establishes  to  the  satisfaction 
of  the  Secretary  or  his  delegate  that ,  under  his  practice, 
income  from  such  crops  would  not  have  been  reported  in  the 
year  in  which  raised.” 

(200) Page  277,  after  line  17,  insert: 

SEC.  245.  TRANSPORTATION  OF  DISABLED  INDIVIDUAL 
TO  AND  FROM  WORK. 

(a)  Deduction  Allowed  for  Expenses  of  Trans¬ 
portation  of  Disabled  Individuals  to  and  from 
Work. — Part  VII  of  subchapter  B  of  chapter  1  (relating  to 
additional  itemized  deductions  for  individuals) ,  as  amended 
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1  by  sections  213(a)(1)  and  214(a)  of  this  Act,  is  further 

2  amended  by  redesignating  section  219  as  section  220  and 
2  by  inserting  after  section  218  the  following  new  section: 

4  “SEC.  219.  TRANSPORT ATION  OF  DISABLED  INDIVIDUAL 

5  TO  AND  FROM  WORK. 

6  “(a)  General  Rule. — In  the  case  of  a  disabled  indi- 

7  vidual,  there  shall  be  allowed  as  a  deduction  expenses  paid 

8  during  the  taxable  year  for  transportation  to  and  from  work 

9  to  the  extent  that  such  expenses  do  not  exceed  $600. 

IQ  “(b)  Disabled  Individual  Defined. — For  purposes 

11  of  subsection  (a),  the  term  1  disabled  individual ’  means  an 

12  individual  who  is  blind  (as  defined  in  section  151(d)(3)) 
1^  or  who  has  lost  the  use  of  a  leg,  both  legs,  both  arms,  or  is 

14  otherwise  disabled,  to  such  an  extent  that  he  is  unable  during 

15  the  entire  taxable  year  to  use,  without  undue  hardship  or 

16  danger,  a  streetcar,  bus,  subway,  train,  or  similar  form  of 

17  public  transportation,  as  a  means  of  traveling  to  and  from 

18  work.  A  taxpayer  claiming  a  deduction  under  this  section 

19  shall  submit  such  proof  that  he  is  a  disabled  individual  as 

20  the  Secretary  of  the  Treasury  or  his  delegate  may  by  regu- 

21  lations  prescribe.  The  regulations  so  prescribed  shall  include 

22  the  following  provisions : 

“(1)  Proof  of  disability  shall  be  certified  by  a 

physician  authorized  to  do  so  by  any  county  (or  equiva¬ 
lent)  medical  society. 
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“(2)  The  certifying  'physician  shall  specify  the  na¬ 
ture,  cause,  and  physically  limiting  effects  of  the 
disability 

(b)  Technical  Amendment—  The  table  of  sections 
for  part  VII  of  subchapter  B  of  chapter  1  (as  amended  by 
section  213(a)(2)  of  this  Act)  is  further  amended  by  strik¬ 
ing  out — 

11  Sec.  219.  Cross  references 

and  inserting  in  lieu  thereof  the  following: 

“Sec.  219.  Transportation  of  disabled  individual  to  and 
from  work. 

“Sec.  220.  Cross  references 

(c)  Effective  Date. — The  amendments  made  by  this 
section  shall  apply  only  with  respect  to  taxable  years  ending 
after  the  date  of  the  enactment  of  this  Act. 

(201)Page  277,  after  line  17,  insert: 

SEC.  246.  ADDITIONAL  PERSONAL  EXEMPTIONS  FOR  DIS¬ 
ABILITY. 

(a)  In  General. — Section  151  (relating  to  allowance 
of  deductions  for  personal  exemptions)  is  amended  by  adding 
at  the  end  thereof  the  following  new  subsection: 

“(f)  Additional  Exemptions  for  Disability.— 
“(1)  For  taxpayer. — An  additional  exemption  of 
$600  for  the  taxpayer  if  he  is  a  disabled  individual. 

“(2)  For  spouse. — An  additional  exemption  of 
$600  for  the  spouse  of  the  taxpayer  if  the  spouse  is  a 
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disabled  individual  and  if  the  taxpayer  is  entitled  to  an 
exemption  under  subsection  (b)  for  such  spouse . 

“(3)  Disabled  individual  defined —The  term 
‘ disabled  individual ’  means  an  individual  who ,  during 
the  entire  taxable  year  of  the  taxpayer,  has  a  permanent 
loss  or  permanent  loss  of  use  of  one  or  more  of  the  ex¬ 
tremities,  or  is  otherwise  under  a  physical  or  mental  dis¬ 
ability  which  can  be  expected  to  result  in  death  or  to  be 
of  long-continued  and  indefinite  duration  and  which  ren¬ 
ders  him  unable  to  engage  in  any  substantial  gainful 
activity.  A  taxpayer  claiming  a  deduction  under  this 
subsection  shall  submit  such  proof  that  he  (or  his  spouse) 
is  a  disabled  individual  as  the  Secretary  of  the  Treasury 
or  his  delegate  may  by  regulations  prescribe.  The  regu¬ 
lations  so  prescribed  shall  include  the  following  pro¬ 
visions: 

“( A)  Proof  of  disability  shall  be  certified  by  a 
physician  authorized  to  do  so  by  any  county  (or 
equivalent)  medical  society. 

“(B)  The  certifying  physician  shall  specify  the 
nature,  cause,  and  physically  limiting  effects  of  the 
disability.” 

(b)  Conforming  Amendment  —  Section  213(c)  (re- 


24  lating  to  medical,  dental,  etc.,  expenses)  is  amended — 
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(1)  by  striking  out  “(c)  or  (d)”  and  inserting  in 

lieu  thereof  “(c),  (d),  or  (f)”,  and  :  > 

(2)  by  striking  out  “age  or  blindness”  and  inserting 
in  lieu  thereof  “age,  blindness,  or  disability ”. 

(c)  Withholding. — 

(1)  Paragraph  (1)  of  section  3402(f)  (relating 
to  withholding  exemptions)  is  amended  by  adding  at 
the  end  thereof  the  following  new  subparagraph: 

“(F)  one  additional  exemption  for  himself  if, 
on  the  basis  of  facts  existing  at  the  beginning  of 
such  day,  there  may  reasonably  be  expected  to  be 
allowable  an  exemption  under  section  151(f)(1) 
(r  dating  to  the  disabled)  for  the  taxable  year  under 
subtitle  A  in  respect  of  which  amounts  deducted  and 
withheld  under  this  chapter  in  the  calendar  year  in 
.  which  such  day  falls  are  allowed  as  a  credit 

(2)  Subparagraph  (D)  of  such  paragraph  (1)  is 
amended  (A)  by  striking  out  “(B),  or  (C),”  and  in¬ 
serting  in  lieu  thereof  “(B),  ( G ),  or  (F),”,  and 
(B )  by  striking  out  “and”  at  the  end  thereof . 

<  (3)  Subparagraph  (E)  of  such  paragraph  (1)  is 

amended  by  striking  out  the  period  at  the  end  and  in¬ 
serting  in  lieu  thereof  “ ;  and \ 

.(d)  Effective  Date . — The  amendments  made  by  sub- 
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1  sections  (a)  and  (b)  shall  apply  only  with  respect  to  tax- 

2  able  years  ending  after  the  date  of  enactment  of  this  Act 
2  and  the  amendments  made  by  subsection  (c)  shall  apply 

4  only  with  respect  to  payment  of  wages  made  after  such  date. 

5  (202)Page  277,  after  line  17,  insert: 

6  SEC.  247.  TIME  FOR  FILING  CLAIM  FOR  REFUND  OF 

7  TAXES  PAID  FOR  GASOLINE  USED  ON  FARMS. 

8  Section  6420(b)  (relating  to  time  for  filing  claim  for 
®  refund  on  taxes  paid  for  gasoline  used  on  farms )  is  amended 

*0  by  inserting  immediately  before  the  period  in  the  second 
H  sentence  thereof  the  following:  except  that  the  Secre- 

*2  tary  or  his  delegate  may  allow  a  claim  filed  after  such  date 
if  the  claimant  had  good  cause  for  failing  to  file  on  or  before 
1^  such  date\ 


1^  (203)Page  277,  after  line  17,  insert: 
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SEC.  248.  FACILITIES  TO  CONTROL  WATER  OR  AIR  POL¬ 
LUTION. 

(a)  In  General. — Section  46(c)  (relating  to  defini¬ 
tion  of  qualified  investment  for  purposes  of  investment  credit 
in  certain  depreciable  property)  is  amended  by  adding  after 
paragraph  ( 4)  thereof  the  following  new  paragraph : 

il  (5)  Facilities  to  control  water  and  air 

POLLUTION . —  /  - 

“(A)  In  the  case  of  section  38  property  which 
consists  of  facilities  or  equipment  to  control  water  or 
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air  'pollution,  the  amount  of  the  qualified  investment 
shall  he  twice  the  amount  determined  under  para¬ 
graph  (1). 

“(B)  For  purposes  of  subparagraph  (A),  the 
term  ‘ facilities  or  equipment  to  control  water  pol¬ 
lution  means  a  facility  or  equipment  used  to  control 
water  pollution  by  removing,  altering,  or  disposing 
of  wastes  from  any  type  of  manufacturing  or  mining 
process,  including  the  necessary  intercepting  sewers, 
outfall  sewers,  pumping,  power,  and  other  equip- 
,  ment,  and  their  appurtenances. 

“(C)  For  purposes  of  subparagraph  (A),  the 
term  1 facilities  or  equipment  to  control  air  pollution 1 
means  a  facility  or  equipment  used  to  control  atmos¬ 
pheric  pollution  or  contamination  by  removing, 
altering,  or  disposing  of  atmospheric  pollutants  and 
contaminants  from  any  type  of  manufacturing  or 
mining  process.” 

(b)  Effective  Date. — The  amendment  made  by  sub- 


20  section  (a)  shall  apply  to  taxable  years  beginning  after 


21  December  31, 1963. 

22  (204}Page  291,  strike  out  all  after  line  15  over  to  and  in- 

23  eluding  line  9  on  page  292  and  insert: 

24  (cl)  Percentage  Method  of  Withholding. — Sub- 

25  section  (a )  of  section  3402  (relating  to  requirement  of  with - 
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100 


1 

2 

3 

4 

5 

6 

7 

8 
9 

10 

11 

12 

13 

14 

15 

16 

17 

18 


holding)  is  amended  hy  striking  out  “18  percent”  and  insert¬ 
ing  in  lieu  thereof  “14  percent”. 

(2 05)  Page  292,  strike  out  all  after  line  9  over  to  and  in¬ 
cluding  line  7  on  page  298  and  insert: 

(b)  Wage  Bracket  Withholding. — Paragraph 
(1)  of  section  3402(c)  (relating  to  wage  bracket  withhold¬ 
ing)  is  amended  to  read  as  follows: 

“( 1)  At  the  election  of  the  employer  with  respect  to 
any  employee,  the  employer  shall  deduct  and  withhold 
upon  the  wages  paid  to  such  employee  a  tax  determined 
in  accordance  with  the  following  tables ,  which  shall  be 
in  lieu  of  the  tax  required  to  be  deducted  and  withheld 
under  subsection  (a): 

(206) Page  304,  strike  out  lines  1  to  14,  inclusive,  and 
insert: 

(c)  Withholding  of  Tax  on  Certain  Nonresi¬ 
dent  Aliens. — Subsections  (a)  and  (b)  of  section  1441 
(relating  to  withholding  of  tax  on  nonresident  aliens)  are 


19  amended  by  striking  out  “18  percent”  and  inserting  in  lieu 

20  thereof  “14  percent.”  _ 

21  (207)Page  304,  line  17,  strike  out  [December  31,  1963  ] 

22  and  insert:  the  seventh  day  following  the  date  of  the  enactr 

23  ment  of  this  Act 
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1  (208)Page  304,  lines  19  and  20,  strike  out  [December  31, 

2  1963]  and  insert:  the  seventh  day  following  the  date  of  the 

3  enactment  of  this  Act 

Attest: 


Secretary . 
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SUMMARY  OF  SENATE  AMENDMENTS  TO  H.R.  8363 

REVENUE  BILL  OF  1964 

Number  of 

,  Senate 

amendments  Description  of  amendment 

DECLARATION  OF  CONGRESS 

1  This  amendment  deletes  the  proposed  declaration  of 
Congress  that  the  tax  reduction  bill  through  stimulation  of 
the  economy  after  a  brief  transitional  period  will  raise, 
rather  than  lower,  revenues.  This  is  a  committee  amend¬ 
ment. 

SHORT  TITLE 

2  Clerical  change. 

3  This  is  a  clerical  amendment  changing  the  title  of  the  bill 
to  the  Revenue  Act  of  1964. 

RELATED  AMENDMENTS 

4  This  is  a  technical  amendment  providing  that  for  1964, 
the  retirement  income  credit  is  to  be  computed  by  applying 
a  rate  of  17  percent  (rather  than  15  percent)  to  income  eligible 
for  the  credit.  This  is  a  floor  amendment. 

CORPORATIONS 

5  This  is  a  technical  clarifying  amendment  relating  to  the 
allocation  of  one  surtax  exemption  among  multiple  cor¬ 
porations. 

FISCAL  YEAR  TAXPAYERS 

6  and  7  Conforming  amendment  to  No.  3. 

RETIREMENT  INCOME  CREDIT 

8  This  amendment  provides  that  the  maximum  limitation 
on  the  amount  of  retirement  income  eligible  for  the  retirement 
income  credit  is  to  be  raised  by  up  to  $762,  or  from  $1,524 
up  to  $2,286,  for  a  married  couple  where  both  are  age  65  or 
over  and  one  spouse  is  not  eligible  for  the  retirement  income 
credit  or,  if  eligible,  can  take  only  a  small  credit.  The 
revenue  effect  of  this  amendment  is  estimated  to  be  $10 
million.  This  is  a  committee  amendment. 

INVESTMENT  CREDIT 

9  Clerical  amendment. 

10  Clerical  conforming  amendment  to  No.  11,  12,  and  13. 

11,  12,  This  amendment  provides  that  the  restoration  to  basis  of 

and  13  property  eligible  for  the  investment  credit  (or  additional 

1 
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Number  of 
£  Senate 

amendments  Description  of  amendment 

deductions  in  the  case  of  leased  property)  is  to  be  made  with 
respect  to  property  placed  in  service  before  January  1,  1964 
(rather  than  July  1,  1963).  Conforms  to  No.  16,  17,  18. 
This  is  a  committee  amendment. 

14  Clerical  amendment. 

15  Conforming  amendment  to  No.  3. 

16,  17,  This  amendment  provides  for  the  repeal  of  the  basis 
and  18  adjustment  under  the  investment  credit  with  respect  to 
property  placed  in  service  after  December  31,  1963  (rather 
than  June  30,  1963).  This  is  a  committee  amendment. 

GROUP  TERM  LIFE  INSURANCE 

19  Clerical  amendment. 

20  This  amendment  provides  that  the  employee  exclusion 

for  premiums  on  group  term  insurance  furnished  by  the 
employer  is  limited  to  premiums  paid  on  the  first  $70,000  of 
coverage  (rather  than  $30,000  under  the  House  bill).  The 
revenue  effect  of  the  House  provision  is  $5  million,  of  the 
Senate  provision  is  negligible.  This  is  a  committee  amend¬ 
ment. 

21  This  amendment  provides  that  the  amount  includible  in 
income  of  an  employee  covered  by  group  term  life  insurance 
provided  by  his  employer  is  to  be  determined  only  by 
reference  to  a  uniform  premium  table  (computed  on  the 
basis  of  5-year  age  brackets)  prescribed  by  regulations  of 
the  Secretary  of  the  Treasury.  The  alternative  policy  cost 
method  under  the  House  bill  is  deleted.  This  is  a  committee 
amendment. 

22  Clerical  conforming  amendment  to  No.  23. 

23  This  amendment  deletes  the  deduction  for  certain  con¬ 
tributions  by  employees  for  group  term  life  insurance.  This 
is  a  committee  amendment. 

24  These  amendments  provide  that  for  purposes  of  income 
and  tax  withholding  the  term  “wages”  is  not  to  include  premiums 

25  for  employee’s  group  term  life  insurance.  These  are  com¬ 
mittee  amendments. 

26  This  amendment  provides  for  information  returns  (in  lieu 
of  withholding)  with  respect  to  amounts  includible  in  gross 
income  of  employees  covered  by  group  term  life  insurance, 
and  provides  penalties  for  failure  to  provide  the  information 
report.  This  is  a  committee  amendment. 

27  and  Clerical  amendments. 

28 

29  This  amendment  permits  employees  to  designate  a  charity 
as  the  beneficiary  of  group  term  life  insurance  by  May  1, 
1964,  and  in  such  a  case  no  amount  would  be  includible  in 
his  gross  income  with  respect  to  group  term  insurance  for  the 
period  January  1,  1964,  through  April  30,  1964.  This  is  a 
floor  amendment. 
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REIMBURSED  MEDICAL  EXPENSES 

Number  of 
Senate 

amendments  Description  of  amendment 

30  This  amendment  deletes  that  provision  of  the  House  bill 
relating  to  inclusion  in  gross  income  of  reimbursements  of 
medical  expenses  in  excess  of  such  expenses.  This  is  a  com¬ 
mittee  amendment. 

SICK  PAY 

✓ 

31  This  amendment  provides  that  if  an  employee’s  “sick 
pay”  is  less  than  75  percent  of  his  regular  weeldy  rate  of 
wages,  then  in  applying  the  exclusion  of  up  to  $100  per  week, 
the  waiting  period  under  existing  law  (7  days  in  the  case  of 
sickness;  no  waiting  in  the  case  of  injuries  or  hospitalization) 
is  to  apply  (rather  than  the  30-day  period  under  the  House 
bill).  This  amendment  reduces  the  $110  million  revenue 
gain  under  the  House  provision  to  $55  million.  This  is  a 
floor  amendment. 

DEDUCTION  FOR  TAXES 

32  This  amendment  adds  taxes  on  gasoline,  diesel  fuels  and 
other  fuels,  and  taxes  on  the  registration  and  on  licenses  for 
the  operation  of  motor  vehicles  to  the  list  of  State  and  local 
taxes  which  are  deductible.  This  amendment  is  estimated 
to  reduce  the  $520  million  revenue  gain  under  the  House  bill 
by  $330  million,  or  to  $190  million.  This  is  a  committee 
amendment. 

33  and  Clerical  conforming  amendments  to  No.  32. 

34 

35  This  amendment  continues  the  deduction  for  taxes  levied 
by  a  special  taxing  district  (such  as  Moffat  Tunnel)  for  the 
purpose  of  retiring  indebtedness  outstanding  on  December 
31,  1963.  This  is  a  committee  amendment. 

CHARITABLE  CONTRIBUTIONS 

36  This  amendment  provides  that  with  respect  to  taxable 
years  beginning  after  December  31,  1963,  the  unlimited 
deduction  for  charitable  contributions  is  to  apply  only  with 
respect  to  contributions  to  organizations  which  are  not 
“private  foundations.”  In  addition,  if  the  taxpayer  elects 
the  unlimited  deduction,  he  may  not  also  take  advantage  of 
the  5-year  carryforward  for  charitable  contributions  pro¬ 
vided  by  amendment  No.  37.  This  is  a  committee  amend¬ 
ment. 

37  This  amendment  provides  for  a  5-year  carryover  of  certain 
charitable  contributions  made  by  individuals.  In  general, 
for  purposes  of  measuring  the  amount  of  the  carryover  the 
taxpayer  is  to  be  treated  as  if  his  contributions  were  made 
only  to  organizations  which  qualify  lor  the  30-percent  limita¬ 
tion,  and  only  contributions  in  excess  of  30  percent  of  the 
taxpayer’s  adjusted  gross  income  may  be  carried  over.  This 
is  a  committee  amendment. 
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Number  of 
Senate 
amendments 

38,  39 
and  40 
41 


Description  of  amendment 

This  amendment  deletes  the  provision  which  made  the 
denial  of  deductions  for  charitable  contributions  in  the  form 
of  future  interests  in  tangible  personal  property  inapplicable 
where  the  life  interest  was  retained  for  the  life  or  lives  of  the 
contributor  or  contributors.  This  is  a  committee  amend¬ 
ment. 

42  This  amendment  provides  effective  dates  for  the  new 
provisions  added  by  amendments  Nos.  36  and  37.  It  also 
modifies  the  effective  date  of  the  5-year  carryover  of  chari¬ 
table  contributions  by  corporations  so  that  such  contribu¬ 
tions  made  in  taxable  years  beginning  after  December  31, 
1961  (rather  than  December  31,  1963),  qualify  for  the 
canyover.  This  is  a  committee  amendment. 

EXPROPRIATION  LOSSES 

43  This  amendment  provides  for  a  10-year  carryforward  of 
expropriation  losses  in  certain  cases  (rather  than  a  3-year 
carryback  and  a  5-year  carryforward).  In  general,  if  the 
foreign  expropriation  loss  for  any  taxable  year  ending  after 
December  31,  1958,  equals  50  percent  or  more  of  the  net 
operating  loss  for  the  taxable  year,  the  taxpayer  may  elect 
to  carry  the  expropriation  loss  forward  for  10  years.  This 
amendment  involves  a  revenue  loss  of  $5  million  in  1965  (no 
revenue  loss  in  1964).  This  is  a  committee  amendment. 

A  floor  amendment  provides  that  for  purposes  of  the 
10-year  carryforward  a  debt  which  becomes  worthless  shall 
be  treated  as  a  loss,  to  the  extent  of  any  deduction  allowed 
under  section  166(a),  relating  to  bad  debts. 

MEDICINES  AND  DRUGS 

44  Clerical  amendment. 


45 

46 


47 


48 


CHILD  CARE 

Clerical  amendment. 

This  amendment  provides  that  in  the  case  of  child  care 
expenses  the  limitation  on  the  deductible  amount  shall  be — 

(a)  $600  if  there  is  one  dependent; 

(b)  $900  if  there  are  two  dependents;  and 

(c)  $1,000  if  there  are  three  or  more  dependents. 
These  limitations  are  made  applicable  to  working  wives  (as 
well  as  widows,  widowers,  and  husbands  with  incapacitated 
or  institutionalized  wives) .  This  is  a  committee  amendment. 

.This  amendment  together  with  amendment  No.  47  is 
estimated  to  reduce  revenues  by  $20  million  as  compared  to 
$5  million  under  the  House  bill. 

This  amendment  increases  the  income  limitation  in  the  case 
of  working  wives  and  husbands  with  incapacitated  wives 
from  $4,500  to  $7,000.  This  is  a  committee  amendment. 

Clerical  amendment. 
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Number  of 
Senate 

amendments 

49 

50 

51 

52 


MOVING  EXPENSES 


Description  of  amendment 

Clerical  amendment. 

Clerical  conforming  amendment  to  No.  23  and  No.  53. 
Clerical  amendment. 

Conforming  amendment  to  No.  207. 


POLITICAL  CONTRIBUTIONS 

53  This  amendment  provides  for  a  deduction  for  contribu¬ 
tions  to  any  political  candidate  or  any  political  committee 
if  the  contribution  is  made  to  further  the  candidacy  of  one 
or  more  individuals  in  a  general,  special,  or  primary  election 
or  at  a  convention  of  a  political  party.  The  deduction  may 
not  exceed  $50  ($100  on  a  joint  return).  This  amendment 
is  estimated  to  result  in  a  revenue  loss  of  $25  million  in  a 
presidential  election  year,  $12.5  million  in  a  regular  election 
year,  and  $5  million  in  an  off-election  year.  This  is  a  com¬ 
mittee  amendment. 


100-PERCENT  DIVIDEND  DEDUCTION 

54  Affiliated  groups  of  domestic  corporations,  where  there  is 
an  80-percent  common  ownership,  which  are  eligible  to  file 
a  consolidated  return  but  do  not  do  so,  are  permitted  to  take 
a  100-percent  deduction  for  intercorporate  dividends  received 
from  other  members  of  the  group  if  the  group  agrees  to  be 
treated  as  a  single  entity  for  certain  purposes,  such  as  the 
$25,000  surtax  exemption.  For  the  dividends  to  be  eligible 
for  the  100-percent  deduction,  they  must  be  distributed  out 
of  earnings  and  profits  accumulated  after  December  31, 
1963,  during  a  time  when  both  the  payor  and  payee  were 
members  of  the  same  affiliated  group  which  limited  itself  to 
one  surtax  exemption.  Although  life  insurance  companies 
and  mutual  casualty  insurance  companies  may  not  file  con¬ 
solidated  returns  with  any  other  companies  except  companies 
of  the  same  type,  under  this  amendment  dividends  from  or 
to  such  insurance  companies  are  eligible  for  the  100-percent 
deduction  if  the  entire  affiliated  group  of  which  the  insurance 
company  is  a  member  consents  to  the  tax  treatment  pro¬ 
vided  by  this  section.  This  amendment  involves  a  revenue 
loss  of  $5  million.  This  is  a  committee  amendment. 

BANK  LOAN  INSURANCE 

55  Clerical  amendment. 

56  This  amendment  provides  that  the  disallowance  of  a 
deduction  for  interest  on  amounts  borrowed  to  purchase 
certain  insurance  and  annuity  contracts  is  to  apply  only 
with  respect  to  contracts  purchased  after  December  31, 
1963  (rather  than  August  6,  1963).  This  is  a  committee 
amendment. 
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INTEREST  ON  CERTAIN  INDEBTEDNESS 

Number  of 
Senate 

amendments  Description  of  amendment 

57  Under  this  amendment,  financial  institutions  subject  to 
State  banking  laws  and  issuing  face-amount  certificates  are 
not  to  be  denied  a  deduction  for  interest  paid  on  these  certifi¬ 
cates  (under  sec.  265(2)  of  the  code)  to  the  extent  the  tax- 
exempt  obligations  constitute  25  percent  or  less  of  the  institu¬ 
tions  total  assets.  This  is  a  committee  amendment. 

TRAVEL  ALLOCATION  RULE 

58  This  amendment  deletes  the  rule  adopted  in  1962  which 
disallows  a  portion  of  travel  expenses  for  certain  business 
trips  combined  with  a  vacation.  This  amendment  involves 
a  revenue  loss  of  $5  million.  This  is  a  committee  amend¬ 
ment. 

CORPORATE  REORGANIZATIONS 

59  Under  this  amendment  tax-free  status  is  provided  for  a 
stock-for-stock  reorganization  where  the  corporation  ac¬ 
quiring  the  stock  exchanges  the  voting  stock  of  its  parent 
corporation  for  the  stock  of  the  corporation  being  acquired. 
This  is  a  committee  amendment. 

PENSION  PLANS 

60  By  this  amendment  provision  is  made  for  retroactive 
qualification  (for  all  years  to  which  the  Internal  Revenue 
Code  of  1954  applies)  of  a  multiemployer  pension  plan 
created  under  a  collective-bargaining  agreement  with  em¬ 
ployee  representatives.  For  retroactive  qualification  to  be 
granted  the  pension  plan  must  be  qualified,  and  in  the 
retroactive  period  contributions  must  not  have  been  used 
in  a  manner  which  would  jeopardize  the  interest  of  covered 
employees.  This  is  a  committee  amendment. 

PENSION  PLANS  FOR  EMPLOYEES  OF  CERTAIN  SUBSIDIARIES 

61  Under  this  amendment  U.S.  corporations  are  to  be  per¬ 
mitted  to  extend  coverage  under  their  qualified  pension, 
profit-sharing,  etc.,  plans  to  U.S.  citizens  employed  by 
foreign  subsidiaries  or  by  domestic  subsidiaries  operating 
outside  the  United  States.  In  the  case  of  foreign  subsidiaries, 
this  treatment  will  not  be  available  unless  these  employees 
are  also  covered  for  social  security  purposes.  In  the  case  of 
domestic  subsidiaries,  this  treatment  would  not  be  available 
unless  the  subsidiary  is  80  percent  owned  by  the  domestic 
parent  and  received  95  percent  of  its  gross  income  for  the 
3  preceding  years  from  sources  without  the  United  States, 
and  90  percent  of  its  gross  income  for  such  period  was  de¬ 
rived  from  the  active  conduct  of  a  trade  or  business.  It  is 
further  provided  that  the  domestic  parent  may  not  take  a 
deduction  for  contributions  under  its  pension  plan  for  these 
employees.  This  is  a  committee  amendment. 
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Number  of 
Senate 

amendments 

62  and 
63 


STOCK  OPTIONS 


Description  of  amendment 

Clerical  amendments. 


64,  66, 
67,  71, 
74,  76, 
81,  82, 
83,  84, 
85,  86, 
87  and 
88 
65 

68  and 

69 

70 


72 

73 
75 

77 

78 

79  and 
80 

89 

90 

91 


92 

93 

94 

95 


These  amendments  change  from  June  12,  1963,  to  January 
1,  1964,  the  effective  date  ior  the  qualified  stock  option 
provisions  and  the  employee  stock  purchase  plans.  Thus, 
under  these  amendments,  the  new  rules  apply  only  to 
options  granted  after  December  31,  1963,  rather'than  after 
June  11,  1963.  These  are  committee  amendments. 


Conforming  amendment. 

Minor  technical  amendments. 

Generally,  an  option  must  not  be  exercisable  while  there  is 
outstanding  any  qualified  or  restricted  stock  option  which 
was  granted  to  the  employee  at  an  earlier  time.  This 
amendment  provides  an  exception  to  this  rule  to  the  effect 
that  where  the  option  price  for  the  new  option  is  at  least  as 
high  as  the  price  of  each  of  the  outstanding  previously  issued 
options  to  purchase  the  same  stock  (whether  the  prior 
options  were  qualified  options  or  restricted  options)  the 
“reset”  rule  is  not  to  apply.  Thus,  the  new  stock  option 
in  such  a  case  may  be  exercised  before  the  outstanding 
options. 

This  is  a  conforming  amendment. 

This  is  a  minor  technical  amendment. 

This  is  a  conforming  amendment. 

This  is  a  clerical  amendment. 

This  is  a  minor  technical  amendment  . 

These  are  clerical  amendments. 

Conforming  amendment  to  No.  91. 

This  is  a  minor  conforming  amendment. 

This  amendment  provides  that  where  an  option  under 
the  terms  under  which  it  was  granted  is  not  immediately 
exercisable  in  full,  the  employer  can  permit  the  exercise  date 
for  any  or  all  of  the  remaining  installments  of  the  option  to 
be  accelerated  without  this  change  being  considered  a 
“modification”  which  would  require  a  new  option  price  for 
the  option  for  it  to  continue  to  constitute  a  qualified  (or  re¬ 
stricted)  option.  This  amendment  will  have  its  primary 
effect  where  a  second  option  is  issued  and  the  reset  rule 
would  otherwise  apply.  This  is  a  committee  amendment. 

This  is  a  minor  technical  amendment. 

This  is  a  conforming  amendment. 

This  is  a  conforming  amendment  to  No.  26,  relating  to 
information  reporting  for  group-term  insurance. 

This  amendment  provides  a  transition  rule  in  the  case  of 
qualified  options.  This  rule  provides  that  an  option  which 
is  issued  after  December  31,  1963,  and  before  January  1, 
1965,  which  does  not  meet  the  terms  of  a  “qualified  option,” 
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can  be  modified  to  meet  these  terms  any  time  before  January 
1,  1965,  without  this  modification  considered  as  giving  rise 
to  a  new  option  requiring  a  new  option  price.  This  is  a 
committee  amendment. 

REVOLVING  CREDIT 

96  This  amendment  extends  installment  sales  treatment, 
under  which  income  is  reported  as  installments  are  received, 
to  all  revolving  credit  sales  of  personal  property,  and  to  time 
payment  charges  associated  with  revolving  credit  sales. 
This  amendment  is  expected  to  result  in  a  reduction  in  tax 
liability  of  $140  million  for  calendar  year  1964  and  of  $10 
million  a  year  for  subsequent  years.  This  is  a  committee 
amendment. 

DEDUCTION  OF  CONTESTED  ITEMS 

97  This  amendment  permits  a  taxpayer  who  contests  a  tax 
or  other  liability  to  deduct  the  contested  item  in  the  year  in 
which  he  makes  the  payment,  or  the  year  in  which  the  con¬ 
test  is  settled,  whichever  is  earlier.  This  amendment  is 
similar  to  H.R.  4040,  ordered  reported  by  the  Committee 
on  Ways  and  Means.  This  is  a  committee  amendment. 

UNSTATED  INTEREST 

98  Clerical  change. 

99  This  amendment  denies  a  deduction  for  unstated  interest 
on  contracts  covering  the  purchase  of  services  (such  as 
college  tuition).  This  is  a  committee  amendment. 

100  This  amendment  provides  that  if  property  is  sold  after 
June  30,  1963,  pursuant  to  a  binding  written  contract 
entered  into  before  July  1,  1963,  no  part  of  an  installment 
payment  received  under  the  contract  will  be  treated  as  inter¬ 
est  for  tax  purposes  (or  the  interest  portion  of  each  payment 
will  not  be  adjusted)  even  though  the  contract  does  not 
provide  for  interest  (or  provides  for  too  little  interest). 
This  is  a  committee  amendment. 

PERSONAL  HOLDING  COMPANIES 

101  Clerical  change. 

102  This  amendment  provides  that  in  determining  if  a  corpora¬ 

tion  qualifies  as  a  lending  or  finance  company,  interest 
received  on  U.S.  Government  obligations  by  a  dealer  making 
a  primary  market  for  such  obligations,  and  interest  on 
condemnation  awards,  judgments,  and  tax  refunds,  is  not  to 
be  treated  in  the  same  category  as  personal  holding  company 
income.  This  is  a  committee  amendment. 

103  Clerical  changes. 

and 

104 

105  This  provision  amends  the  definition  of  a  lending  or 
finance  business  to  include  the  business  of  rendering  services 
or  making  facilities  available  to  another  member  of  the  same 
affiliated  group  that  is  itself  in  the  lending  or  finance  business. 
This  is  a  committee  amendment. 
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106  Technical  drafting  change. 

107  This  amendment  provides  that  income  received  by  a 
lending  or  finance  company  from  another  company  which  is 
a  member  of  the  same  affiliated  group  and  which  is  also  a 
lending  or  finance  company  is  not  to  be  treated  as  personal 
holding  company  income.  Thus,  dividends,  interest,  and 
other  forms  of  income  received  by  one  lending  or  finance 
company  from  another  will  not  be  considered  as  “personal 
holding  company”  income  for  purposes  of  determining 
whether  60  percent  or  more  of  the  income  of  the  receiving 
company  is  from  the  conduct  of  a  lending  or  finance  business. 
This  is  a  committee  amendment. 

108  Under  the  bill,  in  general,  rental  income  is  classified  as 
personal  holding  company  income  unless  both  of  two  tests 
are  met.  First,  rental  income  is  classified  as  personal  holding 
company  income  unless  it  represents  50  percent  or  more  of 
the  adjusted  gross  income  of  the  company.  Second,  even 
though  more  than  50  percent  of  the  adjusted  gross  income 
rental  income  is  classified  as  personal  holding  company 
income  if  more  that  10  percent  of  the  ordinary  gross  income 
of  the  company  (excluding  the  rental  income)  is  personal 
holding  company  income.  This  amendment  modifies  the 
10-percent  test  to  provide  that  where  the  rental  income  meets 
the  50-percent  test,  then  the  10-percent  test  may  be  con¬ 
sidered  as  met  where  the  company  distributes  to  the  share¬ 
holders  any  of  this  other  personal  holding  company  income 
in  excess  of  the  10-percent  requirement.  In  addition  to 
dividends  paid  out  during  the  year,  distributions  for  this 
purpose  also  include  dividends  paid  in  the  next  year  which 
are  treated  as  paid  in  the  year  in  question  and  also  consent 
dividends.  This  in  effect,  permits  taxpayers  to  meet  the  10- 
percent  test  after  dividend  payments  (or  amounts  treated  as 
paid  in  dividends)  while  still  giving  assurance  that  the  per¬ 
sonal  holding  company  income  (apart  from  rent)  sheltered  in 
the  company  may  not  exceed  10  percent  of  the  ordinary 
gross  income.  This  is  a  committee  amendment. 

109  Under  the  bill,  rental  income,  both  in  applying  the  60- 
percent  test  (i.e.,  one  of  the  tests  as  to  whether  a  company 
is  a  personal  holding  company  is  whether  it  derives  60  per¬ 
cent  or  more  of  its  income  from  personal  holding  company 
sources),  and  also  in  applying  the  50-percent  provision  to 
the  rental  income  itself  (referred  to  in  amendment  No.  108 
above),  is  determined  by  reducing  it  by  depreciation, 
amortization,  property  taxes,  interest,  and  rent  paid. 
This  amendment  provides  that  tangible  personal  property 
which  is  not  customarily  rented  to  any  one  lessee  for  more 
than  3  years  is  not  to  be  reduced  by  depreciation  and  amorti¬ 
zation.  This  is  a  committee  amendment. 

110  Conforming  amendment. 

111  This  amendment  makes  it  clear  that  income  from  mineral, 
oil,  and  gas  royalties,  which  generally  is  classified  as  per¬ 
sonal  holding  company  income,  includes  production  pay- 


4063 


10  SUMMARY  OF  AMENDMENTS  TO  REVENUE  BILL  OF  19  64 

Number  of 
Senate 

amendments  Descript  ion  of  amendment 

ments  and  overriding  rotalties.  This  is  a  committee 
amendment. 

112  Clerical  amendment. 

113,  The  bill  provides  that  companies  which  ‘ ‘would  have  been” 

114,  personal  holding  companies  in  one  of  2  years  before  the 

116,  enactment  of  the  provision  are  to  have  relief  from  the  ordi- 

117,  naiw  liquidation  rules.  In  general  terms  they  can  carry  over 

118,  the  basis  of  assets  acquired  before  1963;  and  earnings  and 

119,  profits  distributed  in  their  liquidation  are  taxed  at  capital 

120,  gains  rates  rather  than  as  dividend  income.  Under  the 

122,  House  bill,  this  treatment  is  available  in  the  case  of  liquida- 

123,  lions  occurring  before  January  1,  1966.  These  amendments 

124,  make  this  treatment  available  in  the  case  of  liquidations 

125,  occurring  before  January  1,  1967.  Under  these  amendments 

126,  the  earnings  and  profits  which  receive  this  capital  gains 

133,  treatment  are  those  accumulated  on  or  before  December  31, 

134,  1963  (rather  than  August  1,  1963).  In  addition,  corporations 

136  may  receive  the  same  liquidation  treatment  if  they  liquidate 
and  as  soon  as  they  pay  off  any  indebtedness  on  hand  on  January 
140  1,  1964  (rather  than  August  1,  1963).  In  addition,  a  com¬ 

pany  need  not  liquidate  to  escape  personal  holding  company 
tax  to  the  extent  it  devotes  all  of  its  income  with  certain 
adjustements  to  the  payment  of  indebtedness  existing  on 
August  1,  1963.  Under  these  amendments,  this  is  changed 
to  January  1,  1964.  These  are  committee  amendments. 

115  Conforming  amendments  to  No.  166. 
and 
121 

127,  Under  the  bill,  those  corporations  which  have  indebtedness 

128,  incurred  before  December  31,  1963,  and  which  would  have 
137,  been  personal  holding  companies  had  the  new  rules  applied 

138  in  one  of  the  last  2  years  can  escape  this  characterization 
and  it  they  use  all  of  their  earnings  and  profits  to  pay  off  this 

139  preexisting  indebtedness,  although  once  the  indebtedness 
is  paid  off,  they  would  then  become  subject  to  the  personal 
holding  company  tax.  In  addition,  however,  under  the 
House  bill,  they  must  pay  out  on  this  indebtedness  an 
amount  equal  to  their  deductions  for  exhaustion,  wear  and 
tear,  obsolescence,  and  amortization.  These  amendments 
provide  that  they  also  must  pay  out  on  this  indebtedness 
their  deduction  for  depletion.  These  are  committee 
amendments. 

129,  Under  the  bill,  to  receive  the  special  treatment  upon 
132  liquidations  or  with  respect  to  indebtedness,  the  corporation 
and  involved  must  have  been  in  the  status  that  it  “would  have 
135  been”  a  personal  holding  company  in  one  of  the  two  most 

recent  taxable  years  ending  before  the  date  of  the  enactment 
of  this  provision  for  the  liquidation  or  indebtedness  pro¬ 
visions  to  apply.  These  amendments  provide  that  they 
must  have  been  in  the  status  of  a  “would  have  been”  corpo¬ 
ration  in  one  of  the  2  most  recent  years  ending  bejore  Decem¬ 
ber  31,  1963.  For  calendar  year  corporations  these  are 
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the  calendar  years  1961  and  1962.  These  are  committee 
amendments. 

130  These  amendments  provide  that  where  a  corporation  be- 
and  lieves  that  it  is  a  “would  have  been”  corporation  eligible  for 

131  the  special  liquidation  treatment  under  section  333,  if  it  sub¬ 
sequently  is  determined  that  it  did  not  qualify  for  this  treat¬ 
ment,  the  liquidation  will,  nevertheless,  be  treated  as 
occuring  under  section  333  unless  in  the  election  it  was  in¬ 
dicated  that  it  was  made  under  section  333  only  on  the  as¬ 
sumption  that  the  new  treatment  would  be  available.  Where 
the  shareholders  indicate  that  they  made  the  election  on 
this  assumption,  section  331  will  apply  if  other  requirements 
for  the  use  of  this  liquidation  section  had  been  complied  with. 
This  is  a  committee  amendment. 

141  This  amendment  deletes  the  provision  in  the  House  bill 
which  provided  for  a  step-up  in  basis  (for  estate  tax  paid 
attributable  to  the  appreciation)  of  stock  of  a  foreign 
personal  holding  company  and  which  also  provided  rules  for 
the  liquidation  of  such  a  company. 

142,  Clerical  changes. 

143, 
and 

144 

145  Conforming  amendment  to  No.  141. 

146  Clerical  change. 

AGGREGATION  OF  OIL  PROPERTIES 

147  Clerical  change. 

148  Conforming  amendment  to  No.  3. 

IRON  ORE  ROYALTIES 

149  Clerical  change. 

150  These  amendments  limit  capital  gains  treatment  to  iron 
and  ore  royalties  received  with  respect  to  iron  ore  mined  in  the 

151  United  States.  These  are  committee  amendments. 

152  These  amendments  deny  capital  gains  treatment  to  iron 
and  ore  royalties  received  from  captive  mines.  These  are  corn- 

153  mittee  amendments. 

154,  Conforming  amendments  to  Nos.  150  and  151. 

155, 

156, 

157, 

158 
and 

159 

160  This  is  a  technical  amendment  to  the  Social  Security  Act 
to  prevent  iron  ore  royalties  which  receive  capital  gains 
treatment  from  being  taken  into  account  for  social  security 
tax  purposes. 

161  This  amendment  provides  that  capital  gains  treatment 
with  respect  to  iron  ore  royalties  is  to  apply  only  to  royalties 
received  after  December  31,  1963,  with  respect  to  iron  ore 
mined  after  that  date.  This  is  a  committee  amendment. 
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162  This  amendment  permits  a  deduction  in  1962  for  liquidat¬ 
ing  payments  made  to  shareholders  by  stock  life  insurance 
companies  which  “mutualize”.  It  also  treats  market  dis¬ 
count  on  bonds  owned  by  life  insurance  companies  and  by 
small  mutual  fire  and  casualty  insurance  companies  as 
capital  gain  when  the  bonds  are  sold  or  redeemed.  It  also 
corrects  a  clerical  error  in  the  1954  code  relating  to  deductions 
for  pension  plan  contributions  of  stock  casualty  insurance 
companies.  These  are  committee  amendments. 

REGULATED  INVESTMENT  COMPANIES 

163  This  amendment  extends  from  30  days  to  45  days  the 
time  within  which  regulated  investment  companies  must 
mail  certain  notices  to  their  shareholders.  It  also  provides 
in  the  case  of  the  redemption  ol  stock  in  a  regulated  invest¬ 
ment  company  by  a  unit  investment  trust, "that  the  unit 
investment  trust  will  receive  a  dividends  paid  deduction  for 
the  entire  amount  distributed  to  the  redeeming  shareholder. 
This  latter  amendment  is  similar  to  H.R.  6995,  ordered 
reported  by  the  Committee  on  Ways  and  Means.  This  is  a 
committee  amendment. 

FOREIGN  TAX  CREDIT 

164  This  aniendment  provides  that  an  excess  foreign  tax 
credit  which  arises  from  foreign  mineral  extraction,  because 
of  the  U.S.  percentage  depletion  allowance,  may  not  be  used 
to  offset  U.S.  tax  on  foreign  income  not  related  to  the  ex¬ 
traction,  processing,  transportation  or  marketing  of  the 
extracted  mineral  or  its  primary  product.  This  is  a  com¬ 
mittee  amendment. 

REIMBURSEMENTS  RECEIVED  BY  TRANSFERRED  EMPLOYEES 
IN  CONNECTION  WITH  THE  SALE  OF  A  RESIDENCE 

This  amendment  provides  that  where  old  employees  are 
moved  by  an  employer  from  one  location  to  another,  to  the 
extent  the  employer  reimburses  them  for  selling  expenses 
and  the  receipt  of  less  than  the  fair  price  of  the  house  because 
the  sale  had  to  occur  in  a  short  period  of  time,  such  amounts 
are  to  be  tieated  as  proceeds  irom  the  sale  of  the  house 
rather  than  as  compensation  to  the  employee.  As  a  result, 
to  the  extent  they  result  in  tax,  these  amounts  will  be 
treated  as  capital  gain  rather  than  as  ordinary  income. 

I  his  amendment  involves  a  revenue  loss  of  about  $45 
million.  This  is  a  committee  amendment. 
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166  This  amendment  continues  existing  law  with  respect  to  the 
taxation  of  capital  gains  and  losses.  Compared  to  the 
House  bill  it  results  in  a  decrease  in  tax  liability  of  $100 
million  in  calendar  year  1964,  an  increase  of  $40  million  in 
1965  and  of  $260  million  a  year  in  the  long  run.  (The  House 
bill  also  provided  for  unlimited  carryover  of  capital  losses 
and  provided  that  such  losses  would  retain  their  character 
in  the  years  to  which  they  were  carried.)  This  is  a  com¬ 
mittee  amendment. 

GAIN  FROM  THE  SALE  OF  REAL  PROPERTY 

167  Clerical  change. 

AVERAGING 

168  Clerical  change. 

169  Conforming  amendments  to  No.  166. 

and 

170 

171  This  amendment  allows  taxpayers  who  elect  income 

averging  to  use  the  standard  deduction  without  regard  to 
the  limitations  in  section  144  of  the  code.  This  is  a  com¬ 
mittee  amendment. 

172,  Clerical  changes. 

173, 

174 

and 

175 

176  Conforming  amendment  to  No.  37. 

SMALL  BUSINESS  CORPORATIONS 

177  This  amendment  provides  that  in  the  case  of  subchapter 
S  corporations  (those  whose  income  is  passed  through  to  its 
shareholders),  certain  distributions  of  money  made  within 
2 %  months  after  a  taxable  year  may  be  treated  as  having 
been  made  during  the  preceding  taxable  year.  It  also 
provides  that  a  corporate  member  of  an  affiliated  group  may 
elect  subchapter  S  treatment  if  the  only  other  members  of 
the  group  are  inactive  subsidiary  corporations.  This  in¬ 
active  corporation  provision  is  similar  to  H.R.  8797,  ordered 
reported  by  the  Committee  on  Ways  and  Means.  This  is  a 
committee  amendment. 

REPEAL  OF  2  PERCENT  TAX  ON  CONSOLIDATED  RETURNS 

178  Clerical  change. 
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179  Clerical  change. 

180  This  amendment  is  a  technical  drafting  change  which  pro¬ 
vides  that  the  6  percent  additional  tax  is  not  to  apply  to  any 
corporation  which  is  denied  a  surtax  exemption  for  any 
reason  other  than  the  fact  it  is  a  member  of  a  controlled 
group. 

181  Clerical  change. 

182  This  amendment  is  a  technical  drafting  change  which 
makes  it  clear  that  neither  the  Secretary  of  the  Treasury  nor 
the  taxpayer  may  use  the  tolling  of  the  statute  of  limitations 
for  the  purpose  of  overturning  closing  or  compromise  agree¬ 
ments. 

183  Conforming  amendment  to  No.  186. 

184  Clerical  changes. 

and 

185 

186  This  amendment  is  a  technical  drafting  change  to  make  it 
clear  that  the  constructive  ownership  rules  will  not  be  ap¬ 
plied  to  treat  stock  as  excluded  stock  if  the  result  is  to  re¬ 
move  the  corporation  from  a  controlled  group. 

187  Clerical  changes. 

and 

188 

189  This  amendment  is  a  technical  drafting  change  to  make 

the  percentage  of  ownership  tests  relating  to  voting  stock  and 
stock  value  consistent. 

190  Conforming  amendment  to  No.  180. 

191  Clerical  change. 

192  Conforming  amendment  to  No.  180. 

w 

TAX  LIENS 

193  This  amendment  provides  that  purchasers,  mortgagees, 

and  pledgees  of  motor  vehicles  will  not  be  subject  to  a 
Federal  tax  lien  against  motor  vehicles  unless  they  have 
actual  knowledge  of  the  existence  of  the  lien.  This  is  a 
committee  amendment. 

EARNED  INCOME  OF  U.S.  CITIZENS  ABROAD 

194  This  amendment  provides  that  in  the  case  of  U.S.  citizens 
who  are  present  in  the  foreign  country  for  17  out  of  18 
consecutive  months,  or  who  are  bona  fide  residents  of  a 
foreign  country  for  not  more  than  3  years,  the  limitation 
on  the  exclusion  from  gross  income  is  to  be  $4,000  (instead 
of  $20,000) ;  and  in  the  case  of  a  U.S.  citizen  who  is  a  bona 
fide  resident  of  a  foreign  country  for  more  than  3  years 
the  exclusion  is  to  be  $6,000  (instead  of  $35,000).  This 
provision  is  estimated  to  increase  revenues  by  about  $10 
million.  This  is  a  floor  amendment. 
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195 


HEAD  OF  HOUSEHOLD 


Description  of  amendment 

This  amendment  provides  head  of  household  treatment 
for  any  individual  who  maintains  a  household  for  any 
person  who  is  a  dependent.  This  amendment  is  estimated 
to  reduce  revenues  by  about  $20  million.  This  is  a  floor 
amendment. 


CUBAN  SEIZURES 


This  provision  permits  a  deduction  for  losses  occasioned 
by  the  seizure,  by  Cuba,  of  personal  residences  (and  other 
personal  property)  by  treating  such  losses  as  losses  arising 
from  a  casualty.  This  is  a  floor  amendment. 


REFUND  OF  SELF-EMPLOYMENT  TAX 

197  This  amendment  permits  persons  who  paid  self-employ¬ 
ment  tax  and  who  are  later  covered  for  the  same  period  by  a 
retroactive  social  security  agreement  entered  into  by  a  State 
to  obtain  a  refund  of  the  self-employment  tax  in  the  same 
manner  as  if  it  were  F.I.C.A.  tax.  This  amendment  is 
similar  to  H.R.  5468,  ordered  reported  by  the  Committee 
on  Ways  and  Means.  This  is  a  floor  amendment. 

ESTATE  TAX  ON  REVERSIONARY  OR  REMAINDER  INTERESTS 

198  This  amendment  provides  3  years  (rather  than  2)  after 
a  precedent  interest  terminates  for  the  payment  of  estate 
tax  if  earlier  payment  results  in  undue  hardship.  This  is  a 
floor  amendment. 

CROP  INSURANCE  PROCEEDS 

199  This  amendment  provides  that  insurance  proceeds  received 
as  a  result  of  destruction  or  damage  to  crops  may  be  reported 
for  income  tax  purposes  in  the  year  following  the  year  of 
destruction  or  damage  if  the  taxpayer  satisfies  the  Secretary 
of  the  Treasury  that  the  income  from  the  crop  would  not  have 
been  reported  until  the  later  year.  This  is  a  floor  amend¬ 
ment. 

DISABLED  INDIVIDUALS 

200  This  amendment  provides  a  deduction  of  up  to  $600  for 
transportation  expenses  of  going  to  and  from  work  for  a 
taxpayer  who  is  blind  or  who  has  lost  the  use  of  a  leg,  both 
legs,  both  arms,  or  is  otherwise  disabled,  if  he  cannot  use 
public  transportation.  This  is  a  floor  amendment. 

PERSONAL  EXEMPTIONS  FOR  DISABILITY 

201  This  amendment  provides  an  extra  $600  exemption  for  a 
disabled  taxpayer  or  a  disabled  spouse.  For  this  purpose  a 
disabled  individual  is  one  who  has  a  permanent  loss  (or 
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16  SUMMARY  OF  AMENDMENTS  TO  REVENUE  BILL  OF  1964 

WATER  OR  AIR  POLLUTION 

Number  of 
Senate 

amendments  Description  of  amendment 

permanent  loss  of  use)  of  one  or  more  of  the  extremeties, 
or  is  otherwise  under  a  physical  or  mental  disability  which  can 
be  expected  to  result  in  death  or  to  be  of  long-continued  and 
indefinite  duration,  and  which  renders  him  unable  to  engage 
in  any  substantial  gainful  activity.  This  amendment, 
together  with  amendment  No.  200,  is  estimated  to  reduce 
revenues  by  about  $185  million.  This  is  a  floor  amendment. 

TAX  FOR  GASOLINE  USED  ON  FARMS 

202  This  amendment  permits  the  Secretary  to  honor  a  claim 
for  refund  of  taxes  paid  for  gasoline  used  on  farms  which  is 
filed  after  the  statutory  period  for  filing  the  refund  claim 
(June  30-September  30)  if  the  claimant  had  good  cause  for 
failure  to  file  a  timely  claim.  This  is  a  floor  amendment. 

203  This  amendment  allows  a  double  investment  credit  for 
facilities  or  equipment  to  control  water  or  air  pollution.  For 
water  pollution  control,  this  provision  includes  equipment 
which  removes,  alters,  or  disposes  of  wastes  from  any  type 
of  manufacturing  or  mining  process,  and  includes  necessary 
sewers,  pumping,  power,  and  other  equipment.  For  air 
pollution  control,  this  provision  includes  equipment  to  con¬ 
trol  atmospheric  pollution  or  contamination  by  removing, 
altering,  or  disposing  of  atmospheric  pollutants  and  con¬ 
taminants  from  any  type  of  manufacturing  or  mining  process. 
This  amendment  is  estimated  to  reduce  tax  liability  for 
calendar  year  1964  by  about  $25  million,  for  1965  by  about 
$30  million,  and  by  about  $50  million  in  the  long  run.  This 
is  a  floor  amendment. 

WITHHOLDING 

204  This  amendment  provides  for  withholding  at  a  rate  of  14 
percent  (rather  than  18  percent).  Conforms  to  No.  207. 
(Under  House  bill  withholding  would  have  been  at  a  rate 
of  15  percent  for  1964  and  14  percent  for  1965  and  there¬ 
after.)  This  is  a  committee  amendment. 

205  Conforming  amendment  to  No.  207. 

206  Conforming  amendment  to  No.  208. 

207  These  amendments  provide  that  the  new  withholding  rate 

and  of  14  percent  is  to  apply  with  respect  to  amounts  paid  after 

208  the  seventh  day  following  the  date  of  enactment  of  this  act. 
These  are  committee  amendments. 
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February  19,  1964  t" 

SUMMARY  OF  CONFERENCE  COMMITTEE  ACTION  ON  H.  R.  8363 
 THE  "REVENUE  ACT  OF  1964"  * 

SA  =  Senate  amendment;  HR  «  House  recedes;  SR  -  Senate  recedes. 
Note:  Clerical,  technical,  and  conforming  amendments  not  shown. 


SA  #1  (Declaration  of  Congress)  -  SR;  SA  #4  (retirement  income 
credit)  -  HR;  SA  #8  (retirement  income  credit)  -  HR  with  perfect¬ 
ing  amendment;  SA  #10-13,  16-  18  (investment  credit)  -  HR; 

SA  #20  (group  term  life  insurance)  -  HR  with  amendment  limiting 
exclusion  to  first  $50,000  of  coverage;  SA  #21-29  (group  term 

cAffofn/U5a,nce^  7  HR;  SA  ^30  (reimbursed  medical  expenses)  -  HR; 

SA  #31  (sick  pay)  -  HR  with  amendment  providing  a  7 -day  waiting 
period  in  the  case  of  injury  as  well  as  sickness,  unless  hospi- 
talized  (no  waiting  period  in  cases  of  hospitalization),  and  pro- 
on  t^at  ^he  exclusion  will  be  available  without  regard  to  the 
30-day  waiting  period  only  in  cases  where  the  employee's  "sick 
pay  is  less  than  75%  of  his  regular  weekly  wages  and  will  be 
limited  to  $75  a  week;  SA  #32  (deduction  for  taxes)  -  HR  with 
amendment  restoring  deductibility  of  State  and  local  gasoline, 

uBeSoA  5o!1/and  °ther  fuels  taxes;  SA  #35  (deduction  for  taxes)  - 
HR;  SA  #36  (charitable  contributions)  -  HR  with  amendment  providing 
t  at  unlimited  deduction  will  apply  in  the  case  of  contributions 
to  organizations  "not  supported  by  the  general  public"  (1)  where 
the  foundation  is  itself  an  "operating  foundation"  or  (2)  where 
the  organization  pays  out  (either  .ses  it  itself  for  the  charitable 
purpose  or  gives  it  to  another  organization  which  fully  qualifies 
for  the  unlimited  deduction)  50%  or  more  of  the  contribution  within 
a  three-year  period.  Such  an  organization  will  not  qualify,  how- 
ever,  if  any  part  of  income  or  corpus  is  lent  to  the  donor  of  the 
c°^rl'butl-on»  any  member  of  his  family,  any  employee  of  his,  any 
officer  or  employee  of  a  corporation  in  which  he  owns  directly  or 
indirectly  50%  of  the  stock,  or  any  partner  or  employee  of  the 
partnership  where  he  has  a  50%  interest  in  the  partnership;  neither 
can  the  foundation  pay  compensation  to  this  same  group  of  persons 
(except  to  the  extent  of  reasonable  compensation)  nor  make  the 
services  provided  by  the  foundation  available  to  the  donor  or 
related  parties  on  a  preferential  basis,  nor  buy  any  property  or 
securities  (except  nominal  amounts)  from  them  nor  sell  any  but 
nominal  amounts  to  them.  SA  #37  (charitable  contribution  carry¬ 
over  individuals)  -  HR;  SA  #41  (gifts  of  future  interest)  - 
HR  with  amendment  making  provision  effective  July  1,  1964;  SA  #42 
(charitable  contributions  -  unlimited  deduction;  carryover  cor- 

dates>  -  HK;  SA  #«  (expropriation  losses)  - 
hk,  bA  #46  (child  care  -  amount  deductible)  -  SR;  SA  #47  (child 
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care  -  income  limitation)  -  HR  with  amendment  setting  income  limi¬ 
tation  at  $6,000;  SA  #53  (political  contributions)  -  SR;  SA  #54 
(100%  intercorporate  dividend  deduction)  -  HR;  SA  #56  (bank  loan 
insurance)  -  SR;  SA  #57  (interest  on  certain  indebtedness)  -  HR 
with  amendment  reducing  percentage  limitation  to  15%  or  less  of 
the  institution’s  total  assets;  SA  #58  (travel  allocation  rule)  - 
HR  with  amendment  providing  that  the  rule^  is  to  be  deleted  only 
with  respect  to  domestic  travel;  SA  #59  (corporate  reorganizations) 

-  HR;  SA  #60  (pension  plans)  -  HR;  SA  #61  (pension  plans  for 
employees  of  certain  subsidiaries)  -  HR  with  technical  amendments; 
SA  #64-88  (stock  options)  -  HR;  SA  #70  (stock  options)  -  HR;  SA 
#91  (stock  options)  -  HR;  SA  #95  (stock  options)  -  HR;  SA  #96  (re¬ 
volving  credit)  -  HR  with  amendment  providing  that  revolving  credit 
is  to  be  eligible  for  instalment  payment  treatment  but  defining 
revolving  credit  as  excluding  "charge  account"  type  accounts,  and 
limiting  the  provision  to  sales  at  retail;  SA  #97  (deduction  of 
contested  items)  -  HR;  SA  #99  (deduction  of  unstated  interest  on 
contracts  covering  purchase  of  services)  -  HR  with  amendment 
permitting  deduction  in  the  case  of  contracts  for  educational 
services  (such  as  college  tuition);  SA  #100  -  (instalment  sales)  - 
HR;  SA  #105  (personal  holding  companies  )  -  HR  with  modifications; 

SA  #107  (personal  holding  companies)  -  HR  with  modifications; 

SA  #108,  109,  111,  112-140  -  (personal  holding  companies)-HR  except 
SA  129,  132,  135  (personal  holding  companies)  -  SR;  SA  #130  and 
131  (personal  holding  companies)  -  HR;  SA  #141  (personal  holding 
companies)  -  HR  with  amendment  which  will  provide  for  an  increase 
in  basis  of  stock  in  the  hands  of  an  heir  equal  to  the  estate  tax 
paid  on  the  appreciation  in  value  of  the  stock;  SA  150-153  (iron 
ore  royalties)  -  HR;  SA  #160  (iron  ore  royalties)  -  HR;  SA  #161 
(iron  ore  royalties)  -  HR;  SA  #162  (insurance  companies)  -  HR; 

SA  #163  (regulated  investment  companies)  -  HR;  SA  #164  (foreign 
tax  credit)  -  SR;  SA  #165  (sale  of  residence  by  transferred  em¬ 
ployees)  -  SR;  SA  #166  (capital  gains  and  losses  -  holding  period, 
inclusion  factor,  maximum  alternative  rate,  carryover)  -  HR  with 
amendment  providing  unlimited  carryover  of  capital  losses  (subject 
to  existing  $1000  limitation);  SA  #171  (income  averaging)  -  HR; 

SA  #177  (small  business  corporations)  -  HR;  SA  #179-192  (multiple 
corporations)  -  HR;  SA  #193  (tax  liens)  -  HR  with  amendment  making 
provision  inapplicable  in  the  case  of  mortgagees  and  pledgees,  and 
with  a  minor  change  in  the  case  of  possession;  SA  #194  (earned 
income  of  U.  S.  citizens  abroad)  -  HR  with  amendment  restoring 
$20,000  exclusion  in  the  case  of  U.S.  citizens  present  in  foreign 
country  for  17  out  of  18  months  or  bona  fide  residents  of  foreign 
country  for  not  more  than  3  years,  and  reducing  exclusion  in  the 
case  of  U.S.  citizen  who  is  a  bon^  fide  resident  of  foreign  country 
for  more  than  3  years  to  $25,000  (  effective  1965  and  subsequent 
years);  SA  #195  (head  of  household)  -  SR;  SA  #196  (Cuban  seizures)  • 
HR;  SA  #197  (refund  of  self-employment  tax)  -  HR  with  technical 
amendment;  SA  #198  (estate  tax  on  reversionary  or  remainder  in¬ 
terests)  -  HR;  SA  #199  (crop  insurance  proceeds)  -  SR;  SA  #200 
(disabled  individuals  -  transportation  expenses)  -  SR;  SA  #201 
(disabled  individuals  -  personal  exemption)  -  SR;  SA  #202  (tax  for 
gasoline  used  on  farms)  -  SR;  SA  #203  (water  or  air  pollution)  - 
SR;  SA  #204-208  (withholding)  -  HR. 

*of  existing  law 
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Reduction  in  tax  liability  for: 

Calendar  year  1964 
Individuals  --  $  6.135-billion 
Corporations  -  1.555-billion 
Total  -  $  7.690-billion 


Calendar  year  1965 

$  9.120-billion 
2.360-billion 

$  11.480-billion 


Long-run,  total  tax  reduction:  $11. 545-billion 
^Source:  Joint  Committee  on  Internal  Revenue  Taxation 
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88th  Congress  )  HOUSE  OF  REPRESENTATIVES  j  Report 

2d  Session  j  j  ^49 


REVENUE  ACT  OF  1964 


February  24,  1964. — Ordered  to  be  printed 


Mr.  Mills,  from  the  committee  of  conference, 
submitted  the  following 

CONFERENCE  REPORT 

[To  accompany  H.R.  8363] 

The  committee  of  conference  on  the  disagreeing  votes  of  the  two 
Houses  on  the  amendments  of  the  Senate  to  the  bill  (H.R.  8363)  to 
amend  the  Internal  Revenue  Code  of  1954  to  reduce  individual  and 
corporate  income  taxes,  to  make  certain  structural  changes  with 
respect  to  the  income  tax,  and  for  other  purposes,  having  met,  after 
full  and  free  conference,  have  agreed  to  recommend  and  do  recommend 
to  their  respective  Houses  as  follows: 

That  the  Senate  recede  from  its  amendments  numbered  1,  2,  53, 
56,  129,  132,  135,  142,  143,  144,  146,  164,  165,  195,  199,  200,  201,  202, 
and  203. 

That  the  House  recede  from  its  disagreement  to  the  amendments  of 
the  Senate  numbered  3,  4,  5,  6,  7,  9,  10,  11,  12,  13,  14,  15,  16,  17,  18, 
19,  21,  22,  23,  24,  25,  28,  29,  30,  33,  34,  35,  37,  38,  39,  40,  41,  44, 
45,  48,  49,  51,  52,  63,  64,  65,  66,  67,  68,  69,  71,  72,  73,  74,  75,  76, 
77,  78,  79,  80,  81,  82,  83,  84,  85,  86,  87,  88,  89,  90,  91,  92,  93,  94,  95, 
102,  103,  107,  108,  109,  110,  111,  112,  113,  114,  115,  116,  117,  118, 
119,  120,  121,  122,  123,  124,  125,  126,  127,  128,  130,  131,  133,  134, 
136,  137,  138,  139,  140,  148,  150,  151,  152,  153,  154,  155,  156,  157, 
158,  159,  160,  161,  169,  170,  171,  172,  173,  174,  175,  176,  180,  181, 
182,  183,  184,  186,  187,  188,  189,  190,  191,  192,  204,  205,  206,  207, 
and  208,  and  agree  to  the  same. 

Amendment  numbered  8: 

That  the  House  recede  from  its  disagreement  to  the  amendment  of 
the  Senate  numbered  8,  and  agree  to  the  same  with  an  amendment 
as  follows: 

In  lieu  of  the  matter  proposed  to  be  inserted  by  the  Senate  amend¬ 
ment  insert  the  following: 
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SEC.  202.  RETIREMENT  INCOME  CREDIT  OF  CERTAIN  MARRIED 
INDIVIDUALS . 

(a)  Determination  of  Retirement  In  come. -^-Section  37  ( relating 
to  retirement  income)  is  amended  by  redesignating  subsection  ( i )  as 
subsection  (j)  and  by  inserting  after  subsection  (h)  the  following  new  sub¬ 
section: 

“00  Special  Rules  for  Certain  Married  Couples. — 

“(1)  Election. — A  husband  and  wife  who  make  a  joint  return 
for  the  taxable  year  and  both  of  whom  have  attained  the  age  of  65  before 
the  close  of  the  taxable  year  may  elect  {at  such  time  and  in  such  man¬ 
ner  as  the  Secretary  or  his  delegate  by  regulations  prescribes)  to 
determine  the  amount  of  the  credit  allowed  by  subsection  (a)  by 
applying  the  provisions  of  paragraph  {2) . 

“ (2)  Special  rules. — If  an  election  is  made  under  paragraph 
(1)  for  the  taxable  year,  for  purposes  of  subsection  (a) — 

“(A)  if  either  spouse  is  an  individual  who  has  received 
earned  income  within  the  meaning  of  subsection  (b),  the  other 
spouse  shall  be  considered  to  be  an  individual  who  has  received 
earned  income  within  the  meaning  of  such  subsection;  and 
U{B)  subsection  (d)  shall  be  considered  as  providing  that  the 
amount  of  the  combined  retirement  income  of  both  spouses  shall 
not  exceed  $2,286,  less  the  sum  of  the  amounts  specified  in 
paragraphs  ( 1 )  and  ( 2 )  of  subsection  (d)  for  each  spouse .” 

(b)  Effective  Date. — The  amendments  made  by  subsection  (a)  shall 
apply  to  taxable  years  beginning  after  December  31,  1963. 

And  the  Senate  agree  to  the  same. 

Amendment  numbered  20 : 

That  the  House  recede  from  its  disagreen~ent  to  the  amendment  oj> 
the  Senate  numbered  20,  and  agree  to  the  same  with  an  amendment 
as  follows: 

Strike  out  the  matter  proposed  to  be  stricken  out  and  in  lieu  of  the 
matter  proposed  to  be  inserted  by  the  Senate  amendment  insert  the 
following : 

(t(l)  the  cost  of  $50,000  of  such  insurance,  and 

And  the  Senate  agree  to  the  same. 

Amendment  numbered  26: 

That  the  House  recede  from  its  disagreement  to  the  amendment 
of  the  Senate  numbered  26,  and  agree  to  the  same  with  an  amend¬ 
ment,  as  follows: 

Page  7,  in  the  last  line  of  the  matter  following  line  3,  of  the  Senate 
engrossed  amendments,  strike  out  “222”  and  insert:  221;  and  the 
Senate  agree  to  the  same. 

Amendment  numbered  27: 

That  the  House  recede  from  its  disagreement  to  the  amendment 
of  the  Senate  numbered  27,  and  agree  to  the  same  with  an  amend¬ 
ment,  as  follows: 

Page  7,  line  6,  of  the  Senate  engrossed  amendments,  strike  out 
“222”  and  insert:  221;  and  the  Senate  agree  to  the  same. 
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Amendment  numbered  31: 

That  the  House  recede  from  its  disagreement  to  the  amendment 
of  the  Senate  numbered  31,  and  agree  to  the  same  with  an  amend¬ 
ment  as  follows: 

Strike  out  the  matter  proposed  to  be  stricken  out  and  in  lieu  of  the 
matter  proposed  to  be  inserted  by  the  Senate  amendment  insert  the 
following: 

period ,  vf  such  amounts  are  at  a  rate  which  exceeds  75  percent  oj  the 
regular  weekly  rate  oj  wages  oj  the  employee  (as  determined  under  reg¬ 
ulations  prescribed  by  the  Secretary  or  his  delegate).  Ij  amounts  attribut¬ 
able  to  thejirst  80  calendar  days  in  such  period  are  at  a  rate  which  does 
not  exceed  75  percent  oj  the  regular  weekly  rate  oj  wages  oj  the  employee , 
thejirst  sentence  oj  this  subsection  ( 1 )  shall  not  apply  to  the  extent  that 
such  amounts  exceed  a  weekly  rate  oj  $75,  and  (2)  shall  not  apply  to 
amounts  attributable  to  thejirst  7  calendar  days  in  such  period  unless  the 
employee  is  hospitalized  on  account  oj  personal  injuries  or  sickness  jor  at 
least  one  day  during  such  period .” 

And  the  Senate  agree  to  the  same. 

Amendment  numbered  32: 

That  the  House  recede  from  its  disagreement  to  the  amendment  of 
the  Senate  numbered  32,  and  agree  to  the  same  with  an  amendment 
as  follows: 

In  lieu  of  the  matter  proposed  to  be  inserted  by  the  Senate 
amendment  insert  the  following: 

“(5)  State  and  local  taxes  on  the  sale  oj  gasoline ,  diesel  juel,  and 
other  motor  juels. 

And  the  Senate  agree  to  the  same. 

Amendment  numbered  36 : 

That  the  House  recede  from  its  disagreement  to  the  amendment  of 
the  Senate  numbered  36,  and  agree  to  the  same  with  amendments  as 
follows  : 

In  lieu  of  the  matter  proposed  to  be  inserted  by  the  Senate  amend¬ 
ment  insert  the  following: 

(b)  Unlimited  Charitable  Contribution  Deduction. — Section 
170  (relating  to  charitable,  etc.,  contributions  and  gijis)  is  amended  by 
inserting  ajter  subsection  (/)  (added  by  subsection  (e)  oj  this  section ) 
the  following  new  subsection: 

“(g)  Application  of  Unlimited  Charitable  Contribution  De¬ 
duction. — 

“(1)  Allowance  of  deduction  for  taxable  years  begin¬ 
ning  after  December  si,  1963. — Ij  the  taxable  year  begins  ajter 
December  81 ,  1968 — 

“(A)  subsection  (b)(1)(C)  shall  apply  only  ij  the  taxpayer 
so  elects  (at  such  time  and  in  such  manner  as  the  Secretary 
or  his  delegate  by  regulations  prescribes) ;  and 

“(B)  jor  purposes  oj  subsection  (b)(1)(C),  the  amount  oj  the 
charitable  contributions  jor  the  taxable  year  (and  jor  all  prior 
taxable  years  beginning  ajter  December  31,  1963)  shall  be 
determined  without  the  application  oj  subsection  (b)  (5)  and 
solely  by  rejerence  to  charitable  contributions  described  in  para- 

Ij  the  taxpayer  elects  to  have  subsection  (b)(1)  (C)  apply  jor  the 
taxable  year,  then  jor  such  taxable  year  subsection  (a)  shall  apply 
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only  with  respect  to  charitable  contributions  described  in  paragraph 
(2),  and  no  amount  oj  charitable  contributions  made  in  the  taxable 
year  or  any  prior  taxable  year  may  be  treated  under  subsection  ( b )  ( 5 ) 
as  having  been  made  in  the  taxable  year  or  in  any  succeeding  taxable 
year. 

“(2)  Qualified  contributions. — The  charitable  contributions 
rejerred  to  in  paragraph  ( 1 )  are — 

“(A)  any  charitable  contribution  described  in  subsection 
(b)(1)(A); 

“(B)  any  charitable  contribution ,  not  described  in  subsection 
(b)(1)(A),  to  an  organization  described  in  subsection  (c)(2) 
substantially  more  than  halj  oj  the  assets  oj  which  is  devoted 
directly  to,  and  substantially  all  oj  the  income  oj  which  is 
expended  directly  jor,  the  active  conduct  of  the  activities  consti¬ 
tuting  the  purpose  or  junction  jor  which  it  is  organized  and 
operated; 

.  “(C)  any  charitable  contribution,  not  described  in  subsection 
(b)(1)(A),  to  an  organization  described  in  subsection  (c)(2) 
which  meets  the  requirements  oj  paragraph  (8)  with  respect 
to  such  charitable  contribution ;  and 

‘  ‘  (D)  any  charitable  contribution  payment  oj  which  is  made 
on  or  bejore  the  date  oj  the  enactment  oj  the  Revenue  Act  oj  1964. 

11  (3)  Organizations  expending  at  least  so  percent  of 
donor’s  contributions. — Av  organization  shall  be  an  organization 
rejerred  to  in  paragraph  (2)((J),  with  respect  to  any  charitable 
contribution,  only  ij — 

“(A)  not  later  than  the  close  oj  the  third  year  ajter  the  organi¬ 
zation’s  taxable  year  in  which  the  contribution  is  received  (or 
bejore  such  later  time  as  the  Secretary  or  his  delegate  may  allow 
upon  good  cause  shown  by  such  organization),  such  organization 
expends  an  amount  equal  to  at  least  50  percent  oj  such  contri¬ 
bution  jor — 

“(i)  the  active  conduct  oj  the  activities  constituting  the 
purpose  or  junction  jor  which  it  is  organized  and  operated, 

“(ii)  assets  which  are  directly  devoted  to  such  active 
conduct , 

11  (Hi)  contributions  to  organizations  which  are  described 
in  subsection  (b)(1)(A)  or  in  paragraph  (2)(B)  of  this  sub¬ 
section,  or 

“(iv)  any  combination  oj  the  foregoing;  and 
1 1  (B)  jor  the  period  beginning  with  the  taxable  year  in  which 
such  contribution  is  received  and  ending  with  the  taxable  year  in 
which  subparagraph  (A)  is  satisfied  with  respect  to  such  con¬ 
tribution,  such  organization  expends  all  oj  its  net  income 
(determined  without  regard  to  capital  gains  and  losses)  jor  the 
purposes  described  in  clauses  (i),  (ii),  (in),  and  (iv)  oj  sub- 
paragraph  (A). 

Ij  the  taxpayer  so  elects  (at  such  time  and  in  such  manner  as  the 
Secretary  or  his  delegate  by  regulations  prescribes)  with  respect  to 
contributions  made  by  him  to  any  organization,  then,  in  applying 
subparagraph  (B)  with  respect  to  contributions  made  by  him  to  such 
organization  during  his  taxable  year  for  which  such  election  is  made 
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and  during  all  his  subsequent  taxable  years,  amounts  expended  by 
the  organization  after  the  close  oj  any  oj  its  taxable  years  and  on  or 
before  the  15th  day  oj  the  third  month  following  the  close  oj  such 
taxable  year  shall  be  treated  as  expended  during  such  taxable  year. 

\4)  Disqualifying  transactions. — An  organization  shall  be 
an  organization  referred  to  in  subparagraph  ( B )  or  (C)  oj  para¬ 
graph  '  ( 2 )  only  if  at  no  time  during  the  period  consisting  oj  the 
organization1  s  taxable  year  in  which  the  contribution  is  received,  its 
8  preceding  taxable  years,  and  its  8  succeeding  taxable  years,  such 
organization — 

“(A)  lends  any  part  of  its  income  or  corpus  to, 

(B)  pays  compensation  ( other  than  reasonable  compensa¬ 
tion  for  personal  services  actually  rendered)  to, 

“(C)  makes  any  oj  its  services  available  on  a  preferential 
basis  to, 

“(D)  purchases  more  than  a  minimal  amount  oj  securities 
or  other  property  from,  or 

“(E)  sells  more  than  a  minimal  amount  oj  securities  or 
other  property  to, 

the  donor  oj  such  contribution,  any  member  oj  his  family  (as  defined 
in  section  267(c)(4)),  any  employee  oj  the  donor,  any  officer  or  em¬ 
ployee  oj  a  corporation  in  which  he  owns  (directly  or  indirectly)  50 
percent  or  more  in  value  of  the  outstanding  stock,  or  any  partner  or 
employee  oj  a  partnership  in  which  he  owns  (directly  or  indirectly) 
50  percent  or  more  oj  the  capital  interest  or  profits  interest.  This 
paragraph  shall  not  apply  to  transactions  occurring  on  or  before  the 
date  oj  the  enactment  oj  the  Revenue  Act  oj  1964” 

Page  62,  line  3,  of  the  House  engrossed  bill,  strike  out  “(g)  and 
(h),”  and  insert:  (h)  and  (i), 

And  the  Senate  agree  to  the  same. 

Amendment  numbered  42: 

That  the  House  recede  from  its  disagreement  to  the  amendment 
of  the  Senate  numbered  42,  and  agree  to  the  same  with  an  amendment 
as  follows: 

Page  14,  line  8,  of  the  Senate  engrossed  amendments,  strike  out  the 
period  and  insert: 

,  except  that  such  amendments  shall  not  apply  to  any  transfer  oj  a 
future  interest  made  before  July  1,  1964,  where — 

(A)  the  sole  intervening  interest  or  right  is  a  nontransjerable 
life  interest  reserved  by  the  donor,  or 

(B)  in  the  case  oj  a  joint  gift  by  husband  and  wife,  the  sole 
intervening  interest  or  right  is  a  nontransjerable  life  interest 
reserved  by  the  donors  which  expires  not  later  than  the  death  oj 
whichever  oj  such  donors  dies  later. 

For  purposes  of  the  exception  contained  in  the  preceding  sentence, 
a  right  to  make  a  transfer  oj  the  reserved  life  interest  to  the  donee 
oj  the  future  interest  shall  not  be  treated  as  making  a  life  interest 
transferable. 

And  the  Senate  agree  to  the  same. 
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Amendment  numbered  43 : 

That  the  House  recede  from  its  disagreement  to  the  amendment  of 
the  Senate  numbered  43,  and  agree  to  the  same  with  an  amendment 
as  follows: 

Page  16,  lines  1  and  2,  of  the  Senate  engrossed  amendments, 
strike  out  “may  be  prescribed  by  the  Secretary  or  his  delegate’  ’  and 
insert:  the  Secretary  or  his  delegate  by  regulations  prescribes 

And  the  Senate  agree  to  the  same. 

Amendment  numbered  46: 

That  the  House  recede  from  its  disagreement  to  the  amendment 
of  the  Senate  numbered  46,  and  agree  to  the  same  with  an  amendment 
as  follows: 

Strike  out  the  matter  proposed  to  be  stricken  out  and  in  lieu  of  the 
matter  proposed  to  be  inserted  by  the  Senate  amendment  insert  the 
following:  . 

“(B)  The  $600  limit  oj  subparagraph  ( A )  shall  be  increased 
(to  an  amount  not  above  $900)  by  the  amount  oj  expenses  in¬ 
curred  by  the  taxpayer  for  any  period  during  which  the  taxpayer 
had  2  or  more  dependents. 

And  the  Senate  agree  to  the  same. 

Amendment  numbered  47 : 

That  the  House  recede  from  its  disagreement  to  the  amendment  of 
the  Senate  numbered  47,  and  agree  to  the  same  with  an  amendment  as 
follows: 

Page  19,  line  21,  of  the  Senate  engrossed  amendments,  strike  out 
“$7,000”  and  insert:  $6,000 

And  the  Senate  agree  to  the  same. 

Amendment  numbered  50: 

That  the  House  recede  from  its  disagreement  to  the  amendment  of 
the  Senate  numbered  50,  and  agree  to  the  same  with  amendments  as 
follows: 

Strike  out  the  matter  proposed  *to  be  stricken  out  and  omit  the 
matter  proposed  to  be  inserted  by  the  Senate  amendment. 

Page  68,  line  8,  of  the  House  engrossed  bill,  strike  out  “219”  and 
insert:  218 

Page  71  of  the  House  engrossed  bill,  in  the  matter  following  lipe  14, 

Strike  out  “  ‘Sec.  219.  Cross  references.’  ”  and  insert:  “Sec.  218.  Cross  references." 

And  the  Senate  agree  to  the  same. 

Amendment  numbered  54: 

That  the  House  recede  from  its  disagreement  to  the  amendment  of 
the  Senate  numbered  54,  and  agree  to  the  same  with  an  amendment 
as  follows: 

Page  22,  line  18,  of  the  Senate  engrossed  amendments,  strike  out 
“215”  and  insert:  214)  and  the  Senate  agree  to  the  same. 

Amendment  numbered  55: 

That  the  House  recede  from  its  disagreement  to  the  amendment 
of  the  Senate  numbered  55,  and  agree  to  the  same  with  an  amendment 
as  follows: 

Strike  out  the  matter  proposed  to  be  stricken  out  and  in  lieu  of  the 
matter  proposed  to  be  inserted  by  the  Senate  amendment  insert  the 
following:  216;  and  the  Senate  agree  to  the  same. 
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Amendment  numbered  57: 

That  the  House  recede  from  its  disagreement  to  the  amendment 
of  the  Senate  numbered  57,  and  agree  to  the  same  with  amendments 
as  follows: 

Page  31,  line  18,  of  the  Senate  engrossed  amendments,  strike  out 
“217”  and  insert:  216 

Page  32,  line  1,  of  the  Senate  engrossed  amendments,  beginning 
with  “which?’  strike  out  all  through  “80a-2))”  in  line  5  and  insert: 
which  is  a  face-amount  certificate  company  registered  under  the  Invest¬ 
ment  Company  Act  of 1940  (15  U.S.C.  80a-l  and  following)  and  which 
is  subject  to  the  banking  laws  of  the  State  in  which  such  institution  is 
incorporated ,  interest  on  face-amount  certificates  (as  defined  in  section 
2  (a)  {15)  of  such  Act) 

Page  32,  line  13,  of  the  Senate  engrossed  amendments,  strike  out 
“25  percent”  and  insert:  15  percent 

And  the  Senate  agree  to  the  same. 

Amendment  numbered  58: 

That  the  House  recede  from  its  disagreement  to  the  amendment  of 
the  Senate  numbered  58,  and  agree  to  the  same  with  an  amendment 
as  follows: 

In  lieu  of  the  matter  proposed  to  be  inserted  by  the  Senate  amend¬ 
ment  insert  the  following: 

SEC.  217.  LIMITATION  OF  TRAVEL  ALLOCATION  REQUIREMENT 
TO  FOREIGN  TRAVEL. 

(a)  Limitation  of  Application  of  Section  274(c). — Section  274(c) 
(relating  to  traveling)  is  amended  to  read  as  follows: 

“(c)  Certain  Foreign  Travel. — 

“CO  In  general. — In  the  case  of  any  individual  who  travels 
outside  the  United  States  away  from  home  in  pursuit  of  a  trade  or 
business  or  in  pursuit  of  an  activity  described  in  section  212 ,  no 
deduction  shall  be  allowed  under  section  162  or  section  212  for  that 
portion  of  the  expenses  of  such  travel  otherwise  allowable  under  such 
section  which ,  under  regulations  prescribed  by  the  Secretary  or  his 
delegate ,  is  not  allocable  to  such  trade  or  business  or  to  such  activity. 

11  (2)  Exception. — Paragraph  (1)  shall  not  apply  to  the  expenses 
of  any  travel  outside  the  United  States  away  from  home  if — 

“(A)  such  travel  does  not  exceed  one  week ,  or 
“(B)  the  portion  of  the  time  of  travel  outside  the  United 
States  away  from  home  which  is  not  attributable  to  the  pursuit 
of  the  taxpayer’s  trade  or  business  or  an  activity  described 
in  section  212  is  less  than  25  percent  of  the  total  time  on  such 
travel. 

“(3)  Domestic  travel  excluded. — For  purposes  of  this  subsec¬ 
tion,  travel  outside  the  United  States  does  not  include  any  travel 
from  one  point  in  the  United  States  to  another  point  in  the  United 
States .” 

(b)  Effective  Date. — The  amendment  made  by  subsection  (a)  shall 
apply  with  respect  to  taxable  years  ending  after  December  31,  1962,  but 
only  in  respect  of  periods  after  such  date. 

And  the  Senate  agree  to  the  same. 


4085 


69-108— 66—  pt.  4 


36 


8 


REVENUE  ACT  OF  1964 


Amendment  numbered  59 : 

That  the  House  recede  from  its  disagreement  to  the  amendment  of 
the  Senate  numbered  59,  and  agree  to  the  same  with  an  amendment 
as  follows : 

Page  33,  line  6,  of  the  Senate  engrossed  amendments,  strike  out 
“219”  and  insert:  218 ;  and  the  Senate  agree  to  the  same. 

Amendment  numbered  60 : 

That  the  House  recede  from  its  disagreement  to  the  amendment  of 
the  Senate  numbered  60,  and  agree  to  the  same  with  an  amendment 
as  follows : 

Page  35,  line  2,  of  the  Senate  engrossed  amendments,  strike  out 
“220”  and  insert:  219 ;  and  the  Senate  agree  to  the  same. 

Amendment  numbered  61: 

That  the  House  recede  from  its  disagreement  to  the  amendment  of 
the  Senate  numbered  61,  and  agree  to  the  same  with  amendments  as 
follows: 

Page  37,  line  2,  'of  the  Senate  engrossed  amendments,  strike  out 
“221”  and  insert:  220 

Page  44  of  the  Senate  engrossed  amendments,  after  line  22,  insert: 
If  for  the  period  (or  part  thereof)  referred  to  in  clauses  (ii) 
and  (Hi)  such  corporation  has  no  gross  income ,  the  provisions 
of  clauses  (ii)  and  (Hi)  shall  be  treated  as  satisfied  if  it  is  rea¬ 
sonable  to  anticipate  that ,  with  respect  to  the  first  taxable  year 
thereafter  for  which  suck  corporation  has  gross  income,  the 
provisions  of  such  clauses  will  be  satisfied. 

And  the  Senate  agree  to  the  same. 

Amendment  numbered  62 : 

That  the  House  recede  from  its  disagreement  to  the  amendment  of 
the  Senate  numbered  62,  and  agree  to  the  same  with  an  amendment 
as  follows : 

Strike  out  the  matter  proposed  to  be  stricken  out  and  in  lieu  of  the 
matter  proposed  to  be  inserted  by  the  Senate  amendment  insert  the 
following:  221;  and  the  Senate  agree  to  the  same. 

Amendment  numbered  70: 

That  the  House  recede  from  its  disagreement  to  the  amendment  of 
the  Senate  numbered  70,  and  agree  to  the  same  with  an  amendment 
as  follows: 

In  lieu  of  the  matter  proposed  to  be  inserted  by  the  Senate  amend¬ 
ment  insert  the  following: 

11  (6)  Application  of  subsection  (b)(5)  where  options  are 
for  stock  of  same  class  in  same  corporation. —  The  require¬ 
ment  of  subsection  (b)(5)  shall  be  considered  to  have  been  met  in 
the  case  of  any  option  (ref  erred  to  in  this  paragraph  as  lnew  option ’) 
granted  to  an  individual  if — 

“(A)  the  new  option  and  all  outstanding  options  referred  to 
in  subsection  (b)(5)  are  to  purchase  stock  of  the  same  class  in 
the  same  corporation,  and 

U(B)  the  new  option  by  its  terms  is  not  exercisable  while 
there  is  outstanding  (within  the  meaning  of  paragraph  (2))  any 
qualified  stock  option  (or  restricted  stock  option)  which  was 
granted,  before  the  granting  of  the  new  option ,  to  such  individual 
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to  purchase  stock  in  such  corporation  at  a  price  (< determined  as 
of  the  date  of  grant  of  the  new  option)  higher  than  the  option 
price  of  the  new  option. 

And  the  Senate  agree  to  the  same. 

Amendment  numbered  96: 

That  the  House  recede  from  its  disagreement  to  the  amendment  of 
the  Senate  numbered  96,  and  agree  to  the  same  with  an  amendment  as 
follows: 

In  lieu  of  the  matter  proposed  to  be  inserted  by  the  Senate  amend¬ 
ment  insert  the  following: 

SEC.  222.  SALES  AT  RETAIL  UNDER  REVOLVING  CREDIT  PLANS. 

(a)  Treatment  Under  Installment  Method. — Section  458 
{relating  to  installment  method  of  accounting)  is  amended  by  adding 
at  the  end  thereof  the  following  new  subsection: 

“(e)  Revolving  Credit  Type  Plans. — For  purposes  of  subsection 
(a) ,  the  term  1 installment  plan’  includes  a  revolving  credit  type  plan  which 
provides  that  the  purchaser  of  personal  property  at  retail  may  pay  for 
such  property  in  a  series  of  periodic  payments  of  an  agreed  portion  of  the 
amounts  due  the  seller  under  the  plan ,  except  that  such  term  does  not 
include  any  such  plan  with  respect  to  a  purchaser  who  uses  his  account 
primarily  as  an  ordinary  charge  account.” 

(b)  Effective  Date. — The  amendment  made  by  subsection  (a)  shall 
apply  in  respect  of  sales  made  during  taxable  years  beginning  after 
December  81 ,  1968. 

And  the  Senate  agree  to  the  same. 

Amendment  numbered  97 : 

That  the  House  recede  from  its  disagreement  to  the  amendment  of 
the  Senate  numbered  97,  and  agree  to  the  same  wdth  amendments  as 
follows : 

Page  57,  line  14,  of  the  Senate  engrossed  amendments,  strike  out 
“224”  and  insert:  223 

Page  57,  line  14,  of  the  Senate  engrossed  amendments,  strike  out 

“AND  CREDITS” 

Page  57,  line  17,  of  the  Senate  engrossed  amendments,  strike  out 
“or  Credit” 

Page  58,  line  4,  of  the  Senate  engrossed  amendments,  strike  out 
“or  credit” 

Page  58,  line  6,  of  the  Senate  engrossed  amendments,  strike  out 
“or  credit” 

Page  58,  line  7,  of  the  Senate  engrossed  amendments,  after  the 
period  and  before  the  quotation  marks  insert:  This  subsection  shall 
not  apply  in  respect  of  the  deduction  for  income ,  war  profits ,  and  excess 
profits  taxes  imposed  by  the  authority  of  any  foreign  country  or  possession 
of  the  United  States. 

Page  58,  line  11,  of  the  Senate  engrossed  amendments,  strike  out 
“sentence”  and  insert:  sentences 

Page  58,  line  19,  of  the  Senate  engrossed  amendments,  strike  out 
“or  credit” 

Page  58,  line  22,  of  the  Senate  engrossed  amendments,  strike  out 
“or  credit” 

Page  58,  line  23,  of  the  Senate  engrossed  amendments,  after  the 
period  and  before  the  quotation  marks  insert:  The  preceding  sentence 
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shall  not  apply  in  respecl  of  the  deduction  for  income ,  war  profits ,  and 
excess  profits  taxes  imposed  by  the  authority  of  any  foreign  country  or 
possession  of  the  United  States. 

Page  60,  line  4,  of  the  Senate  engrossed  amendments,  strike  out 
“or  credit” 

Page  61,  line  3,  of  the  Senate  engrossed  amendments,  strike  out 
“or  credit” 

Page  61,  line  12,  of  the  Senate  engrossed  amendments,  strike  out 
“or  credit” 

And  the  Senate  agree  to  the  same. 

Amendment  numbered  98: 

That  the  House  recede  from  its  disagreement  to  the  amendment 
of  the  Senate  numbered  98,  and  agree  to  the  same  with  an  amendment 
as  follows: 

Strike  out  the  matter  proposed  to  be  stricken  out  and  in  lieu  of  the 
matter  proposed  to  be  inserted  by  the  Senate  amendment  insert  the 
following:  224',  and  the  Senate  agree  to  the  same. 

Amendment  numbered  99: 

That  the  House  recede  from  its  disagreement  to  the  amendment  of 
the  Senate  numbered  99,  and  agree  to  the  same  with  an  amendment 
as  follows: 

Strike  out  the  matter  proposed  to  be  stricken  out  by  the  Senate 
amendment  and  in  lieu  thereof  insert  the  following: 

(c)  Certain  Carrying  Charges. — Section  168(b)(1)  (relating  to 
installment  purchases  where  interest  charge  is  not  separately  stated)  is 
amended — 

(1)  by  striking  out  “ personal  property  is  purchased ”  and  inserting 
in  lieu  thereof  “ personal  property  or  educational  services  are  pur¬ 
chased” ;  and 

(2)  by  adding  at  the  end  thereof  the  following  new  sentence :  uFor 
purposes  of  this  paragraph,  the  term  ‘ educational  services ’  means  any 
service  (including  lodging)  which  is  purchased  from  an  educational 
institution  (as  defined  in  section  151(e)(4))  and  which  is  provided 
for  a  student  of  such  institution.” 

And  the  Senate  agree  to  the  same. 

Amendment  numbered  100: 

That  the  House  recede  from  its  disagreement  to  the  amendment  of 
the  Senate  numbered  100,  and  agree  to  the  same  with  an  amendment 
as  follows: 

Strike  out  the  matter  proposed  to  be  stricken  out  and  in  lieu  of  the 
matter  proposed  to  be  inserted  by  the  Senate  amendment  insert 
the  following : 

(d)  Effective  Date. — The  amendments  made  by  subsections  (a) 
and  (b)  shall  apply  to  payments  made  after  December  81,  1968 ,  on 
account  of  sales  or  exchanges  of  property  occurring  after  June  80, 1968, 
other  than  any  sale  or  exchange  made  pursuant  to  a  binding  written  con¬ 
tract  (including  an  irrevocable  written  option)  entered  into  before  July  1, 
1968.  The  amendments  made  by  subsection  (c)  shall  apply  to  payments 
made  during  taxable  years  beginning  after  December  81,  1968. 

And  the  Senate  agree  to  the  same. 
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Amendment  numbered  101 : 

That  the  House  recede  from  its  disagreement  to  the  amendment,  of 
the  Senate  numbered  101,  and  agree  to  the  same  with  an  amendment 
as  follows: 

Strike  out  the  matter  proposed  to  be  stricken  out  and  in  lieu  of  the 
matter  proposed  to  be  inserted  by  the  Senate  amendment  insert  the 
following :  225 ;  and  the  Senate  agree  to  the  same. 

Amendment  numbered  104: 

That  the  House  recede  from  its  disagreement  to  the  amendment  of 
the  Senate  numbered  104,  and  agree  to  the  same  with  an  amendment, 
as  follows: 

Strike  out  the  matter  proposed  to  be  stricken  out  and  in  lieu  of 
the  matter  proposed  to  be  inserted  by  the  Senate  amendment  insert 
the  following:  obligations ,;  and  the  Senate  agree  to  the  same. 

Amendment  numbered  105: 

That  the  House  recede  from  its  disagreement  to  the  amendment  of 
the  Senate  numbered  105,  and  agree  to  the  same  with  an  amendment  as 
follows: 

In  lieu  of  the  matter  proposed  to  be  inserted  by  the  Senate  amend¬ 
ment  insert  the  following: 

11  {Hi)  rendering  services  or  making  jacilities  available 
in  connection  with  activities  described  in  clauses  (i)  and 
(ii)  carried  on  by  the  corporation  rendering  services  or 
making  jacilities  available ,  or 

“{w)  rendering  services  or  making  jacilities  available  to 
another  corporation  which  is  engaged  in  the  lending  or 
jinance  business  {within  the  meaning  oj  this  paragraph ), 
ij  such  services  or  jacilities  are  related  to  the  lending  or. 
jinance  business  {within  such  meaning)  oj  such  other 
corporation  and  such  other  corporation  and  the  corpora¬ 
tion  rendering  se  rvices  or  making  jacilities  available  are 
members  oj  the  same  affiliated  group  {as  dejined  in  section 
1504). 

And  the  Senate  agree  to  the  same. 

Amendment  numbered  106: 

That  the  House  recede  from  its  disagreement  to  the_  amendment 
of  the  Senate  numbered  106,  and  agree  to  the  same  with  an  amendment 
as  follows: 

Strike  out  the  matter  proposed  to  be  stricken  out  and  in  lieu  of  the 
matter  proposed  to  be  inserted  by  the  Senate  amendment  insert  the 
following: 

unless  the  loans ,  notes ,  or  installment  obligations  are 
evidenced  or  secured  by  contracts  oj  conditional  sale , 
chattel  mortgages ,  or  chattel  lease  agreements  arising  out 
oj  the  sale  oj  goods  or  services  in  the  course  oj  the  borrower's 
or  transjeror’s  trade  or  business,  or 

And  the  Senate  agree  to  the  same. 
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Amendment  numbered  141: 

That  the  House  recede  from  its  disagreement  to  the  amendment 
of  the  Senate  numbered  141,  and  agree  to  the  same  with  an  amend¬ 
ment  as  follows: 

Strike  out  the  matter  proposed  to  be  stricken  out  by  the  Senate 
amendment  and  in  lieu  thereof  insert: 

( j )  Increase  in  Basis  With  Respect  to  Certain  Foreign 
Personal  Holding  Company  Stock  or  Securities. — 

(1)  In  general. — Part  II  of  subchapter  0  of  chapter  1  (relating 
to  basis  rules  of  general  application)  is  amended  by  redesignating 
section  1022  as  section  1023  and  by  inserting  after  section  1021  the 
following  new  section: 

“SEC.  1022.  INCREASE  IN  BASIS  WITH  RESPECT  TO  CERTAIN  FOR¬ 
EIGN  PERSONAL  HOLDING  COMPANY  STOCK  OR 
SECURITIES. 

11  (a)  General  Rule. — The  basis  (determined  under  section 
1014(b)(5),  relating  to  basis  of  stock  or  securities  in  a  foreign  personal 
holding  company)  of  a  share  of  stock  or  a  security ,  acquired  from  a  de¬ 
cedent  dying  after  December  31,  1963,  of  a  corporation  which  was  a 
foreign  personal  holding  company  for  its  most  recent  taxable  year  ending 
before  the  date  of  the  decedent’s  death  shall  be  increased  by  its  propor¬ 
tionate  share  of  any  Federal  estate  tax  attributable  to  the  net  appreciation 
in  value  of  all  of  such  shares  and  securities  determined  as 
provided  in  this  section.  . 

“(b)  Proportionate  Share. — For  purposes  of  subsection  (a),  the 
proportionate  share  of  a  share  of  stock  or  of  a  security  is  that  amount 
which  bears  the  same  ratio  to  the  aggregate  increase  determined  under 
subsection  (c)  (2)  as  the  appreciation  in  value  of  such  share  or  security 
bears  to  the  aggregate  appreciation  in  value  of  all  such  shares  and  secu¬ 
rities  having  appreciation  in  value. 

“(c)  Special  Rules  and  Definitions. — For  purposes  of  this 
section — 

“(1)  Federal  estate  tax. — The  term  1 Federal  estate  tax' 
means  only  the  tax  imposed  by  section  2001  or  2101,  reduced  by  any 
credit  allowable  with  respect  to  a  tax  on  prior  transfers  by  section 
2013  or  2102. 

“(2)  Federal  estate  tax  attributable  to  net  apprecia¬ 
tion  in  value. — The  Federal  estate  tax  attributable  to  the  net 
appreciation  in  value  of  all  shares  of  stock  and  securities  to  which 
subsection  (a)  applies  is  that  amount  which  bears  the  same  ratio  to 
the  Federal  estate  tax  as  the  net  appreciation  in  value  of  all  of  such 
shares  and  securities  bears  to  the  value  of  the  gross  estate  as  deter¬ 
mined  under  chapter  11  (including  section  2032,  relating  to  alter¬ 
nate  valuation). 

“(3)  Net  appreciation. — The  net  appreciation  in  value  of  all 
shares  and  securities  to  which  subsection  (a)  applies  is  the  amount 
by  which  the  fair  market  value  of  all  such  shares  and  securities 
exceeds  the  adjusted  basis  of  such  property  in  the  hands  of  the  decedent. 

“(4)  Fair  market  value. — For  purposes  of  this  section,  the 
term  fair  market  value ’  means  fair  market  value  determined  under 
chapter  11  (including  section  2032,  relating  to  alternate  valuation) 

“(d)  Limitations. — This  section  shall  not  apply  to  any  foreign 
personal  holding  company  referred  to  in  section  342(a)(2) .” 
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(2)  Amendment  of  section  1016(a). — Section  1016(a)  (re¬ 
lating  to  adjustments  to  basis)  is  amended  by  striking  out  the  period 
at  the  end  thereof  and  by  inserting  in  lieu  thereof  a  semicolon  and  by 
adding  at  the  end  thereof  the  following  new  paragraph: 

11  (21)  to  the  extent  provided  in  section  1022 ,  relating  to  increase 
in  basis  for  certain  foreign  personal  holding  company  stock  or 
securities  ” 

(3)  Clerical  amendment. — The  table  of  sections  for  part  II 
of  subchapter  0  of  chapter  1  is  amended  by  striking  out 

“Sec.  1022.  Cross  references .” 
and  inserting  in  lieu  thereof  the  following: 

“Sec.  1022.  Increase  in  basis  with  respect  to  certain  foreign  personal 
holding  company  stock  or  securities. 

“Sec.  1023.  Cross  references .” 

And  the  Senate  agree  to  the  same. 

Amendment  numbered  145 : 

That  the  House  recede  from  its  disagreement  to  the  amendment 
of  the  Senate  numbered  145,  and  agree  to  the  same  with  an  amendment 
as  follows: 

Strike  out  the  matter  proposed  to  be  stricken  out  by  the  Senate 
amendment  and  in  lieu  thereof  insert  : 

(4)  The  amendments  made  by  subsection  (j)  shall  apply  in 
respect  of  decedents  dying  after  December  31,  1963. 

And  the  Senate  agree  to  the  same. 

Amendment  numbered  147: 

That  the  House  recede  from  its  disagreement  to  the  amendment  of 
the  Senate  numbered  147,  and  agree  to  the  same  with  an  amendment 
as  follows: 

Strike  out  the  matter  proposed  to  be  stricken  out  and  in  lieu  of 
the  matter  proposed  to  be  inserted  by  the  Senate  amendment  insert 
the  following:  226 ;  and  the  Senate  agree  to  the  same. 

Amendment  numbered  149: 

That  the  House  recede  from  its  disagreement  to  the  amendment  of 
the  Senate  numbered  149,  and  agree  to  the  same  with  an  amendment 
as  follows : 

Strike  out  the  matter  proposed  to  be  stricken  out  and  in  lieu  of  the 
matter  proposed  to  be  inserted  by  the  Senate  amendment  insert  the 
following:  227 ;  and  the  Senate  agree  to  the  same. 

Amendment  numbered  162 : 

That  the  House  recede  from  its  disagreement  to  the  amendment  of 
the  Senate  numbered  162,  and  agree  to  the  same  with  an  amendment 
as  follows: 

Page  68,  line  22,  of  the  Senate  engrossed  amendments,  strike  out 
“229”  and  insert:  228 ;  and  the  Senate  agree  to  the  same. 

Amendment  numbered  163: 

That  the  House  recede  from  its  disagreement  to  the  amendment  of 
the  Senate  numbered  163,  and  agree  to  the  same  with  an  amendment 
as  follows: 

Page  70,  line  22,  of  the  Senate  engrossed  amendments,  strike  out 
“230”  and  insert:  229;  and  the  Senate  agree  to  the  same. 
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Amendment  numbered  166: 

That  the  House  recede  from  its  disagreement  to  the  amendment  of 
the  Senate  numbered  166,  and  agree  to  the  same  with  an  amendment 
as  follows: 

Strike  out  the  matter  proposed  to  be  stricken  out  by  the  Senate 
amendment  and  in  lieu  thereof  insert  the  following: 

SEC.  230.  CAPITAL  LOSS  CARRYOVERS  FOR  TAXPAYERS  OTHER 
THAN  CORPORATIONS. 

(a)  In  General. — Section  1212  {relating  to  capital  loss  carryover) 
is  amended — 

(1)  by  striking  out  “  If  jor  any  taxable  year  the  taxpayer ”  and 
inserting  in  lim' thereof : 

“{a)  Corporations. — If  for  any  taxable  year  a  corporation” ;  and 

(2)  by  adding  at  the  end  thereof  the  following  new  subsection: 

“{b)  Other  Taxpayers. — 

u(l)  In  general. — If  a  taxpayer  other  than  a  corporation  has 
a  net  capital  loss  for  any  taxable  year  beginning  after  December  31 , 
1963— 

“(A)  the  excess  of  the  net  short-term  capital  loss  over  the  jiet 
long-term  capital  gain  for  such  year  shall  be  a  short-term 
capital  loss  in  the  succeeding  taxable  year ,  and 

“(B)  the  excess  of  the  net  long-term  capital  loss  over  the  net 
short-term  capital  gain  for  such  year  shall  be  a  long-term 
capital  loss  in  the  succeeding  taxable  year. 

For  purposes  of  this  paragraph ,  in  determining  such  excesses  an 
amount  equal  to  the  excess  of  the  sum  allowed  for  the  taxable  year 
under  section  1211(b)  over  the  gains  from  sales  or  exchanges  of 
capital  assets  (determined  withouf  regard  to  this  sentence)  shall  be 
treated  as  a  short-term  capital  gam  in  such  year. 

“(2)  Transitional  rule. — In  the  case  of  a  taxpayer  other  than 
a  corporation ,  there  shall  be  treated  as  a  short-term  capital  loss  in 
the  first  taxable  year  beginning  after  December  31,  1963,  any  amount 
which  is  treated  as  a  short-term  capital  loss  in  such  year  under  this 
subchapter  as  in  effect  immediately  before  the  enactment  of  the 
Revenue  Act  of  196 4.” 

(b)  Technical  Amendments. — 

(1)  Section  1222(9)  (relating  to  net  capital  gain)  is  amended  to 
read  as  follows: 

“(9)  Net  capital  gain. — In  the  case  of  a  corporation,  the 
term  (net  capital  gain ’  means  the  excess  of  the  gains  from  sales  or 
exchanges  oft  capital  assets  over  the  losses  from  such  sales  or  ex¬ 
changes.” 

(2)  The  second  sentence  of  section  1222(10)  (relating  to  net 
capital  loss)  is  amended  by  striking  out  “For  the  purpose”  and  in¬ 
serting  in  Heu  thereof  “In  the  case  of  a  corporation,  for  the  purpose” . 

(c)  Effective  Date. — The  amendments  made  by  this  section  shall 
apply  to  taxable  years  beginning  after  December  31,  1963. 

And  the  Senate  agree  to  the  same. 
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Amendment  numbered  167: 

That  the  House  recede  from  its  disagreement  to  the  amendment  of 
the  Senate  numbered  167,  and  agree  to  the  same  with  an  amendment 
as  follows: 

Strike  out  the  matter  proposed  to  be  stricken  out  and  in  lieu  of  the 
matter  proposed  to  be  inserted  by  the  Senate  amendment  insert  the 
following:  231 ;  and  the  Senate  agree  to  the  same. 

Amendment  numbered  168: 

That  the  House  recede  from  its  disagreement  to  the  amendment  of 
the  Senate  numbered  168,  and  agree  to  the  same  with  an  amendment 
as  follows: 

Strike  out  the  matter  proposed  to  be  stricken  out  and  in  lieu  of  the 
matter  proposed  to  be  inserted  by  the  Senate  amendment  insert  the 
following:  232;  and  the  Senate  agree  to  the  same. 

Amendment  numbered  177: 

That  the  House  recede  from  its  disagreement  to  the  amendment  of 
the  Senate  numbered  177,  and  agree  to  the  same  with  an  amendment 
as  follows: 

Page  81,  line  11,  of  the  Senate  engrossed  amendments,  strike  out 
“235”  and  insert:  233;  and  the  Senate  agree  to  the  same. 

Amendment  numbered  178: 

That  the  House  recede  from  its  disagreement  to  the  amendment  of 
the  Senate  numbered  178,  and  agree  to  the  same  with  an  amendment 
as  follows: 

Strike  out  the  matter  proposed  to  be  stricken  out  and  in  lieu  of  the 
matter  proposed  to  be  inserted  by  the  Senate  amendment  insert  the 
following:  234;  and  the  Senate  agree  to  the  same. 

Amendment  numbered  179: 

That  the  House  recede  from  its  disagreement  to  the  amendment 
of  the  Senate  numbered  179,  and  agree  to  the  same  with  an  amend¬ 
ment  as  follows: 

Strike  out  the  matter  proposed  to  be  stricken  out  and  in  lieu  of  the 
matter  proposed  to  be  inserted  by  the  Senate  amendment  insert  the 
following:  235;  and  the  Senate  agree  to  the  same. 

Amendment  numbered  185: 

That  the  House  recede  from  its  disagreement  to  the  amendment 
of  the  Senate  numbered  185,  and  agree  to  the  same  with  an  amend¬ 
ment,  as  follows: 

Strike  out  the  matter  proposed  to  be  stricken  out  and  insert  the 
matter  proposed  to  be  inserted  by  the  Senate  amendment  and  on 
page  268  of  the  House  engrossed  bill  strike  out  lines  20,  21,  and  22, 
and  insert : 

( 0 )  Adopted  Child — For  purposes  oj  this  section ,  a  legally 
adopted  child  oj  an  individual  shall  be  treated  as  a  child  oj 
such  individual  by  blood. 

And  the  Senate  agree  to  the  same. 
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Amendment  numbered  193: 

That  the  House  recede  from  its  disagreement  to  the  amendment  of 
the  Senate  numbered  193,  and  agree  to  the  same  with  an  amendment 
as  follows: 

In  lieu  of  the  matter  proposed  to  be  inserted  by  the  Senate  amend¬ 
ment  insert  the  following: 

SEC.  236.  VALIDITY  OF  TAX  LIENS  AGAINST  PURCHASERS  OF 
MOTOR  VEHICLES. 

(a)  Purchasers  Without  Actual  Notice  or  Knowledge  of 
Lien. — Section  6323  {relating  to  validity  oj  liens  jor  Federal  taxes)  is 
amended  by  redesignating  subsection  {d)  as  subsection  { e )  and  by  insert¬ 
ing  after  subsection  (c)  the  following  new  subsection: 

“(d)  Exception  in  Case  of  Motor  Vehicles. — 

“(1)  Exception . — Even  though  notice  of  a  lien  provided  in 
section  6321  has  been  Hied  in  the  manner  prescribed  in  subsection 
(a)  of  this  section,  the  lien  shall  not  be  valid  with  respect  to  a  motor 
vehicle,  as  defined  in  paragraph  {2)  of  this  subsection,  as  against 
any  purchaser  of  such  motor  vehicle  for  an  adequate  and  full  Con¬ 
sideration  in  money  or  money’s  worth  if — 

“(A)  at  the  time  of  the  purchase  the  purchaser  is  without 
notice  or  knowledge  of  the  existence  of  such  lien,  and 

“(B )  before  the  purchaser  obtains  such  notice  or  knowledge, 
he  has  acquired  possession  of  such  motor  vehicle  and  has  not 
thereafter  relinquished  possession  of  such  motor  vehicle  to  the 
seller  or  his  agent. 

“(2)  Definition  of  motor  vehicle. — As  used  in  this  subsec¬ 
tion,  the  term  1  motor  vehicle ’  means  a  self-propelled  vehicle  which  is 
registered  for  highway  use  under  the  laws  of  any  State  or  foreign 
country.” 

(b)  Liens  for  Estate  and  Gift  Taxes. — Section  6324  {relating 
to  special  lien  for  estate  and  gift  taxes)  is  amended  by  adding  at  the  end 
thereof  the  following  new  subsection: 

u{d)  Exception  in  Case  of  Motor  Vehicles. — The  lien  imposed 
by  subsection  {a)  or  {b)  shall  not  be  valid  with  respect  to  a  motor  vehicle, 
as  defined  in  section  6323 {d)  {2),  as  against  any  purchaser  of  such  motor 
vehicle  for  an  adequate  and  full  consideration  in  money  or  money’s 
worth  if — 

11  {1)  at  the  time  of  the  purchase  the  purchaser  is  without  notice  or 
knowledge  of  the  existence  of  such  lien,  and 

u{2)  before  the  purchaser  obtains  such  notice  or  knowledge,  he 
has  acquired  possession  of  such  motor  vehicle  and  has  not  thereafter 
relinquished  possession  of  such  motor  vehicle  to  the  seller  or  his 
agent.” 

{c)  Clerical  Amendments. — 

{1)  Section  6323 {a)  is  amended  by  striking  out  u subsection  {c)” 
and  inserting  in  lieu  thereof  u subsections  (c)  and  {d)” . 

{2)  Section  6324  is  amended  by  inserting  after  tl subsection  (c) 
{relating  to  transfers  of  securities)”  in  subsections  {a)  and  {b)  the 
following:  11  and  subsection  {d)  {relating  to  purchases  of  motor 
vehicles)”. 

{d)  Effective  Dates. — The  amendments  made  by  this  section  shall 
apply  only  with  respect  to  purchases  made  after  the  date  of  the  enactment 
of  this  Act. 

And  the  Senate  agree  to  the  same. 
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Amendment  numbered  194: 

That  the  House  recede  from  its  disagreement  to  the  amendment  of 
the  Senate  numbered  194,  and  agree  to  the  same  with  an  amendment 
as  follows  : 

In  lieu  of  the  matter  proposed  to  be  inserted  by  the  Senate  amend¬ 
ment  insert  the  following: 

SEC.  237.  EXCLUSION  OF  EARNED  INCOME  OF  CERTAIN  UNITED 
STATES  CITIZENS  WHO  ARE  RESIDENTS  OF  FOREIGN 
COUNTRIES. 

(a)  Reduction  of  Limitation. — Subparagraph  ( B )  of  section 
^11  (c)(1)  (; relating  to  limitations  on  amount  of  exclusion)  is  amended  by 
striking  out  “$ 85,000 ”  and  inserting  in  lieu  thereof  “$25,000”. 

(b)  Effective  Date.— -The  amendment  made  by  subsection  (a)  shall 
apply  to  taxable  years  beginning  after  December  31,  1964. 

And  the  Senate  agree  to  the  same. 

Amendment  numbered  196: 

That  the  House  recede  from  its  disagreement  to  the  amendment  of 
the  Senate  numbered  196,  and  agree  to  the  same  with  an  amendment 
as  follows: 

In  lieu  of  the  matter  proposed  to  be  inserted  by  the  Senate  amend¬ 
ment  insert  the  following: 

SEC.  238.  LOSSES  ARISING  FROM  CONFISCATION  OF  PROPERTY 
BY  CUBA. 

Section  165  (relating  to  losses )  is  amended  by  redesignating  subsec¬ 
tion  (i)  as  subsection  (j)  and.  by  inserting  after  subsection  (h)  the  fol¬ 
lowing  new  subsection: 

“(i)  Certain  Property  Confiscated  by  Cuba. — For  purposes  of 
this  chapter,  any* loss  of  tangible  property,  if  such  loss  arises  from  expro¬ 
priation,  intervention,  seizure,  or  similar  taking  by  the  government  of 
Cuba,  any  political  subdivision  thereof,  or  any  agency  or  instrumentality 
of  the *  foregoing,  shall  be  treated  as  a  loss  from  a  casualty  within  the 
meaning  of  subsection  (c)  (3).” 

And  the  Senate  agree  to  the  same. 

Amendment  numbered  197: 

That  the  House  recede  from  its  disagreement  to  the  amendment  of 
the  Senate  numbered  197,  and  agree  to  the  same  with  an  amendment 
as  follows: 

In  lieu  of  the  matter  proposed  to  be  inserted  by  the  Senate  amend¬ 
ment  insert  the  following: 

SEC.  239.  CREDIT  OR  REFUND  OF  SELF-EMPLOYMENT  TAX. 

Section  6511  (relating  to  limitations  on  credit  or  refund)  is  amended 
by  adding  at  the  end  of  subsection  (d)  the  following  new  paragraph: 

“(5)  Special  period  of  limitation  with  respect  to  self- 
employment  tax  in  certain  cases. — If  the  claim  for  credit  or 
refund  relates  to  an  overpayment  of  the  tax  imposed  by  chapter  2 
(relating  to  the  tax  on  self-employment  income)  attributable  to  an 
agreement,  or  modification  of  an  agreement,  made  pursuant  to 
section  218  of  the  Social  Security  Act  (relating  to  coverage  of  State 
and  local  employees) ,  and  if  the  allowance  of  a  credit  or  refund  of  such 
overpayment  is  otherwise  prevented  by  the  operation  of  any  law  or  rule 
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of  law  other  than  section  7122  {relating  to  compromises) ,  such  credit  or 
rejund  may  be  allowed  or  made  if  claim  therefor  is  filed  on  or  before 
the  later  of  the  following  dates:  {A)  the  last  day  of  the  second  year 
after  the  calendar  year  in  which  such  agreement  {or  modification)  is 
agreed  to  by  the  State  and  the  Secretary  of  Health ,  Education ,  and 
Welfare ,  or  {B)  December  31,  1965  ” 

And  the  Senate  agree  to  the  same. 

Amendment  numbered  198: 

That  the  House  recede  from  its  disagreement  to  the  amendment  of 
the  Senate  numbered  198,  and  agree  to  the  same  with  amendments  as 
follows: 

Page  92,  line  2,  of  the  Senate  engrossed  amendments,  strike  out 
“243”  and  insert:  24.0 

Page  93,  line  3,  of  the  Senate  engrossed  amendments,  after  “1939’ ’ 
insert:  attributable  to  such  interest,  including  any  extensions  thereof, 
And  the  Senate  agree  to  the  same. 

W.  D.  Mills, 

Cecil  R.  King, 

Thos.  J.  O’Brien, 

Hale  Boggs, 

John  W.  Byrnes, 

Victor  A.  Knox, 

Managers  on  the  Part  of  the  House. 

Harry  F.  Byrd, 

Russell  B.  Long, 

George  Smathers, 

Clinton  P.  Anderson, 
John  J.  Williams, 

Frank  Carlson, 

Wallace  F.  Bennett, 
Managers  on  the  Part  of  the  Senate. 
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STATEMENT  OF  THE  MANAGERS  ON  THE  PART  OF  THE 

HOUSE 


The  managers  on  the  part  of  the  House  at  the  conference  on  the 
disagreeing  votes  of  the  two  Houses  on  the  amendments  of  the  Senate 
to  the  bill  (H.R.  8363)  to  amend  the  Internal  Revenue  Code  of  1954 
to  reduce  individual  and  corporate  income  taxes,  to  make  certain 
structural  changes  with  respect  to  the  income  tax,  and  for  other  pur¬ 
poses,  submit  the  following  statement  in  explanation  of  the  effect  of 
the  action  agreed  upon  by  the  conferees  and  recommended  in  the 
accompanying  conference  report: 

The  following  Senate  amendments  made  technical,  clerical,  clarify¬ 
ing,  or  conforming  changes:  2,  3,  5,  6,  7,  9,  14,  15,  19,  22,  24,  27,  28, 
33,  34,  38,  39,  40,  44,  45,  48,  49,  50,  51,  52,  55,  62,  63,  65,  68,  69,  72, 
73,  75,  77,  78,  79,  80,  89,  90,  92,  93,  94,  98,  101,  103,  104,  110,  112, 
113,  115,  118,  120,  121,  122,  123,  125,  126,  127,  128,  130,  134,  135, 

136,  138,  140,  142,  143,  144,  145,  146,  147,  148,  149,  150,  152,  154, 

155,  156,  157,  158,  159,  160,  161,  167,  168,  169,  170,  172,  173,  174, 

175,  176,  178,  179,  180,  181,  182,  183,  184,  185,  186,  187,  188,  189, 

190,  191,  and  192.  With  respect  to  these  amendments  (1)  the  House 
either  recedes  or  recedes  with  amendments  which  are  technical, 
clerical,  clarifying,  or  conforming  in  nature;  or  (2)  the  Senate  recedes 
in  order  to  conform  to  other  action  agreed  upon  by  the  committee  of 
conference. 

DECLARATION  BY  CONGRESS 

Amendment  No.  1:  Section  1  of  the  bill  as  passed  by  the  House 
provided  that  it  is  the  sense  of  Congress  that  the  tax  reduction  pro¬ 
vided  by  the  bill,  through  stimulation  of  the  economy,  will,  after  a 
brief  transitional  period,  raise  (rather  than  lower)  revenues  and  that 
such  revenue  increases  should  first  be  used  to  eliminate  the  deficits 
in  the  administrative  budgets  and  then  to  reduce  the  public  debt. 
Such  section  also  provided  that,  to  further  the  objective  of  obtaining 
balanced  budgets  in  the  near  future,  Congress  by  this  action  recog¬ 
nizes  the  importance  of  taking  all  reasonable  means  to  restrain 
Government  spending  and  urges  the  President  to  declare  his  accord 
with  this  objective.  Senate  amendment  No.  1  strikes  out  this  section 
of  the  bill. 

The  Senate  recedes. 

REDUCTION  OF  TAX  RATES - RETIREMENT  INCOME  CREDIT 

Amendment  No.  4:  Section  37(a)  of  the  code  provides  the  general 
rule  that  the  credit  against  tax  for  retirement  income  shall  be  deter¬ 
mined  by  multiplying  the  retirement  income  (as  defined  in  and  limited 
by  sec.  37)  by  the  rate  provided  in  section  1  of  .the  code  (relating  to 
tax  imposed  on  individuals)  for  the  first  $2,000  of  taxable  income. 
The  bill  as  passed  by  the  House  provided  that  the  credit  shall  be 
equal  to  15  percent  of  such  retirement  income.  Senate  amendment 

19 


4097 


20 


REVENUE  ACT  OF  1964 


No.  4  retains  the  change  made  by  the  bill  as  passed  by  the  House 
except  that  in  the  case  of  a  taxable  year  beginning  in  1964  the  amend¬ 
ment  provides  that  the  credit  shall  be  equal  to  17  percent  of  such 
retirement  income. 

The  House  recedes. 

RETIREMENT  INCOME  CREDIT  IN  CASE  OF  CERTAIN  JOINT  RETURNS 

Amendment  No.  8:  Section  37  of  the  code  provides  a  credit  against 
tax  for  retirement  income.  To  be  eligible  for  the  credit,  an  individual 
must  have  received  earned  income  in  excess  of  $600  in  each  of  10 
calendar  years  before  the  taxable  year  and  (except  in  the  case  of  pen¬ 
sions  and  annuities  under  a  public  retirement  system)  must  have  at¬ 
tained  the  age  of  65  before  the  close  of  the  taxable  year.  Under  sec¬ 
tion  37(d)  of  the  code  the  amount  of  retirement  income  taken  into 
account  in  the  case  of  any  individual  may  not  exceed  $1,524  less  (1) 
amounts  received  in  the  taxable  year  as  pensions  and  annuities  (includ¬ 
ing  social  security  and  railroad  retirement  benefits)  which  are  excluded 
from  gross  income,  and  (2)  if  the  individual  has  not  attained  the  age 
of  72,  adjustments  for  earned  income  received  in  the  taxable  year. 

Senate  amendment  No.  8  adds  a  new  subsection  (i)  to  section  37 
of  the  code.  The  new  subsection  provides  an  increase  in  the  $1,524 
amount  in  the  case  of  certain  joint  returns  where  both  the  husband 
and  wife  have  attained  age  65  before  the  close  of  the  taxable  year. 
If  both  spouses  meet  the  10-year  earned  income  requirement  and  if 
in  the  case  of  either  spouse  the  sum  of  the  retirement  income  and  of 
the  amounts  described  in  paragraphs  (1)  and  (2)  of  section  37(d)  of 
the  code  which  reduce  the  $1,524  amount  is  less  than  $762,  then  the 
$1,524  amount  is  to  be  increased  with  respect  to  the  other  spouse  by 
an  amount  equal  to  the  excess  of  $762  over  such  sum.  If  either 
spouse  does  not  meet  the  10-year  earned  income  requirement,  the 
$1,524  amount  is  to  be  increased  with  respect  to  the  other  spouse  by 
an  amount  equal  to  the  excess  of  $762  over  the  amounts  described  in 
paragraphs  (1)  and  (2)  of  section  37(d)  of  the  code  received  by  his 
spouse. 

The  House  recedes  with  an  amendment.  Under  the  conference 
agreement,  a  husband  and  wife  who  make  a  joint  return  for  the  taxable 
year  and  both  of  whom  have  attained  the  age  of  65  before  the  close  of 
the  taxable  year  may  elect  to  determine  the  amount  of  the  credit 
allowed  by  section  37(a)  of  the  code  by  applying  the  special  rules  of 
the  new  section  37  (i)  (2).  These  special  rules  provide  that  (1)  if 
either  spouse  meets  the  10-year  earned  income  requirement  the  other 
spouse  shall  be  considered  as  also  meeting  that  requirement,  and  (2) 
section  37(d)  (relating  to  limitation  on  retirement  income)  shall  be 
considered  as  providing  that  the  amount  of  the  combined  retirement 
income  of  both  spouses  is  not  to  exceed  $2,286  less  the  sum  of  the 
amounts  for  each  spouse  specified  in  paragraphs  (1)  and  (2)  of  section 
37  (d)  (that  is,  amounts  received  in  the  taxable  year  as  pensions  and 
annuities  which  are  excluded  from  gross  income,  and  amounts  repre¬ 
senting  adjustments  for  certain  earned  income  received  during  the 
taxable  year).  Under  the  conference  agreement,  this  new  provision 
will  apply  to  taxable  years  beginning  after  December  31,  1963. 
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EFFECTIVE  DATE  FOR  REPEAL  OF  REQUIREMENT  THAT  BASIS  OF  SECTION 
38  PROPERTY  BE  REDUCED  BY  7  PERCENT 

Amendments  Nos.  10,  11,  12,  13,  16,  17,  and  18:  Section  48(g)  of 
the  code  requires  the  basis  of  any  section  38  property  (that  is,  property 
with  respect  to  which  an  investment  credit  is  allowable)  to  be  re¬ 
duced  by  an  amount  equal  to  7  percent  of  the  qualified  investment 
with  respect  to  such  property.  The  bill  as  passed  by  the  House 
repealed  section  48(g)  of  the  code,  provided  special  rules  to  increase 
the  basis  of  property  placed  in  service  before  July  1,  1963  (the  effec¬ 
tive  date  of  the  repeal),  and  made  conforming  changes  in  the  code. 
The  repeal  and  conforming  changes  apply  (1)  in  the  case  of  property 
placed  in  service  after  June  30,  1963,  with  respect  to  taxable  years 
ending  after  such  date,  and  (2)  in  the  case  of  property  placed  in 
service  before  July  1,  1963,  with  respect  to  taxable  years  beginning 
after  June  30,  1963. 

Senate  amendments  Nos.  10,  11,  12,  13,  16,  17,  and  18  change  the 
“June  30,  1963”  and  “July  1,  1963”  dates  to  “December  31,  1963” 
and  “January  1,  1964”,  respectively,  for  purposes  of  both  the  effec¬ 
tive  date  provisions  and  the  special  rules  relating  to  property  placed 
in  service  before  the  effective  date. 

The  House  recedes. 

GROUP-TERM  LIFE  INSURANCE  PURCHASED  FOR  EMPLOYEES 

Amendment  No.  20:  The  bill  as  passed  by  the  House  added  a 
new  section  79  to  the  code.  In  general,  the  new  section  79  requires 
an  employee  to  include  in  gross  income  for  the  taxable  year  an  amount 
equal  to  the  cost  of  group-term  life  insurance  on  his  life  under  policies 
carried  by  his  employers,  but  only  to  the  extent  that  such  cost  exceeds 
the  sum  of  (1)  the  cost  of  so  much  of  such  insurance  as  does  not  ex¬ 
ceed  $30,000  of  such  protection,  and  (2)  the  amount  (if  any)  paid  by 
the  employee  toward  the  purchase  of  the  insurance. 

Senate  amendment  No.  20  in  effect  increases  the  $30,000  amount 
referred  to  above  to  $70,000. 

The  House  recedes  with  an  amendment.  Under  the  conference 
agreement  the  new  section  79  of  the  code  requires  an  employee  to 
include  in  gross  income  for  the  taxable  year  an  amount  equal  to  the 
cost  of  group-term  life  insurance  on  his  life  under  policies  carried  by 
his  employers,  but  only  to  the  extent  that  such  cost  exceeds  the  sum 
of  (1)  the  cost  of  $50,000  of  such  insurance,  and  (2)  the  amount 
(if  any)  paid  by  the  employee  toward  the  purchase  of  such  insurance. 
In  providing  for  the  inclusion,  to  the  extent  specified,  in  a  taxpayer’s 
income  of  certain  amounts  representing  the  cost  of  group-term  life 
insurance,  it  is  not  intended  that  such  insurance  include  the  death 
benefits  in  so-called  travel  insurance  or  accident  and  health  policies 
where  such  policies  do  not  provide  general  death  benefits. 

Amendment  No.  21:  Under  the  bill  as  passed  by  the  House  the  cost 
of  group-term  life  insurance  on  the  life  of  an  employee  provided  during 
any  period  was  to  be  determined  on  the  basis  of  uniform  premiums 
(computed  on  the  basis  of  5-year  age  brackets);  except  that,  at  the 
election  of  the  employer  with  respect  to  any  employee,  the  cost  was 
to  be  determined  on  the  basis  of  the  actual  average  premium  cost 
under  the  policy  for  the  .ages  included  within  the  age  bracket  which 
would  be  applicable  to  the  employee  but  for  the  election. 
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Senate  amendment  No.  21  deletes  the  election  (policy  cost  method) 
so  that  the  cost  is  to  be  determined  in  all  cases  under  the  uniform  pre¬ 
mium  method. 

The  House  recedes.  It  is  the  understanding  of  the  conferees  that 
the  Treasury  Department  will  study  the  table  of  premiums  at  attained 
ages  contained  in  the  committee  reports  on  the  bill  to  see  whether 
this  table  should  not  be  replaced  by  a  table  which  reflects  the  most 
recent  mortality  experience  and  which  may  possibly  make  some 
allowance  for  expense  factors. 

Amendment  No.  23:  The  bill  as  passed  by  the  House  added  a  new 
section  218  to  the  code  to  provide  a  deduction  in  the  case  of  certain 
employees  where  group-term  life  insurance  in  excess  of  $30,000  is  pro¬ 
vided  under  policies  carried  by  his  employers.  The  deduction  in  the 
case  of  any  employee  was  to  be  an  amount  equal  to  the  excess  (if  any) 
of  (1)  the  amount  paid  by  the  employee  toward  the  purchase  of  such 
insurance  in  excess  of  $30,000,  over  (2)  the  cost  of  such  insurance  in 
excess  of  $30,000  (suck  cost  to  be  determined  in  a  specified  manner). 

Senate  amendment  No.  23  strikes  out  this  provision. 

The  House  recedes. 

Amendments  Nos.  25  and  26:  Under  the  bill  as  passed  by  the 
House,  the  cost  of  group-term  life  insurance  included  in  the  income 
of  the  employee  under  the  new  section  79  was  not  excluded  from 
income  tax  withholding.  Under  Senate  amendment  No.  25,  no  part 
of  the  cost  of  group-term  life  insurance  is  to  be  subject  to  income  tax 
withholding.  Senate  amendment  No.  26  adds  a  new  section  6052  to 
the  code  (1)  to  require  the  employer  to  file  an  information  return 
setting  forth  the  cost  of  such  insurance,  to  the  extent  such  cost  is  in¬ 
cludible  in  the  gross  income  of  the  employee,  and  (2)  to  furnish  a 
statement  to  the  employee  showing  the  cost  shown  on  the  return. 
This  amendment  also  makes  conforming  changes  in  section  6678  of 
the  code,  relating  to  penalty  for  failure  to  furnish  statements. 

The  House  recedes  with  a  clerical  amendment. 

Amendment  No.  29:  The  new  section  79(b)  of  the  code  provides 
exceptions  to  the  general  rule  of  section  79(a)  which  requires  an  em¬ 
ployee  to  include  in  gross  income  a  portion  of  the  cost  of  certain 
group-term  life  insurance.  Under  section  79(b)(2)(B),  the  general 
rule  is  not  to  apply  to  the  cost  of  any  portion  of  the  group-term  life 
insurance  on  the  life  of  an  employee  provided  during  part  or  all  of  the 
taxable  year  of  the  employee  under  which  a  person  described  in  section 
170(c)  of  the  code  (relating  to  definition  of  charitable  contributions) 
is  the  sole  beneficiary.  The  effect  of  Senate  amendment  No.  29 
is  to  treat  the  insurance  contract  as  satisfying  this  condition  for  the 
period  beginning  January  1,  1964,  and  ending  April  30,  1964,  in  the 
case  of  a  taxable  year  beginning  before  May  1,  1964,  if  the  condition 
is  satisfied  for  the  portion  after  April  30,  1964,  of  the  employee's  first 
taxable  year  ending  after  such  date. 

The  House  recedes. 

INCLUSION  IN  GROSS  INCOME  OF  REIMBURSED  MEDICAL  EXPENSES  TO 

THE  EXTENT  THAT  THE  REIMBURSEMENT  EXCEEDS  THE  EXPENSES 

Amendment  No.  30:  Section  204  of  the  bill  as  passed  by  the  House 
added  a  new  section  80  to  the  code.  The  new  section  80  required 
that  amounts  received  through  accident  or  health  insurance  for  medi- 
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cal  expenses  be  included  in  gross  income  to  the  extent  the  aggregate 
of  such  amounts' received  for  any  personal  injury  or  sickness  exceeds 

ne  aggregate  amount  of  the  medical  expenses  incurred  by  the  tax¬ 
payer  lor  such  injury  or  sickness. 

Senate  amendment  No.  30  strikes  out  this  section  of  the  bill. 

1  he  House  recedes. 

AMOUNTS  RECEIVED  UNDER  WAGE  CONTINUATION  PLANS 

Amendment  No.  31:  Section  105(d)  of  the  code  (relating  to  wage 
continuation  plans)  provides  (subject  to  a  $100  weekly  rate  limitation) 
that  gross  income  does  not  include  amounts  received  as  accident  or 
health  insurance  if  such  amounts  constitute  wages  or  payments  in 
lieu  of  wages  for  a  period  during  which  the  employee  is  absent  from 
work  on  account  of  personal  injury  or  sickness.  Under  existing  law, 
in  the  case  of  a  period  during  which  the  employee  is  absent  from  work 
on  account  of  sickness,  the  exclusion  from  gross  income  does  not  apply 
to  amounts  (sick  pay)  attributable  to  the  first  7  calendar  days  in 
such  period  unless  the  employee  is  hospitalized  on  account  of  sickness 
for  at  least  1  day  during  such  period. 

Under  the  bill  as  passed  by  the  House,  the  exclusion  from  gross 
income  was  not  to  apply  to  amounts  (sick  pay)  attributable  to  the 
nrst  30  calendar  days  in  any  period  of  absence  from  work  on  account 
of  personal  injury  or  sickness.  Senate  amendment  No.  31  has  the 
same  effect  as  the  bill  as  passed  by  the  House  where  the  amounts 
(sick  pay)  received  exceed  75  percent  of  the  regular  weekly  rate  of 
wages  of  the  employee.  Under  the  Senate  amendment,  if  the 
amounts  (sick  pay)  received  are  less  than  75  percent  of  the  regular 
weekly  rate  of  wages  of  the  employee,  the  exclusion  from  gross  income 
is  not  to  apply  to  amounts  attributable  to  the  first  7  calendar  days 
in  the  period  of  absence  from  work  unless  the  employee  is  hospitalized 
on  account  of  sickness  for  at  least  1  day  during  such  period. 

The  House  recedes  with  an  amendment  which  provides  that  if  the 
amounts  (sick  pay)  received  are  at  a  rate  not  exceeding  75  percent  of 
the  employee’s  regular  weekly  rate  of  wages,  the  exclusion  from  gross 
income  is  to  apply  to  amounts  attributable  to  the  first  30  calendar 
days  of  the  period  of  absence  to  the  extent  of  a  weekly  rate  of  $75, 
but  is  not  to  apply  to  amounts  attributable  to  the  first  7  calendar 
days  in  such  period  unless  the  employee  is  hospitalized  on  account  of 
personal  injuries  or  sickness  for  at  least  1  day  during  such  period. 

DENIAL  OF  DEDUCTIONS  FOR  CERTAIN  STATE,  LOCAL,  AND  FOREIGN 

TAXES 

Amendment  No.  32:  Section  207  of  the  bill  as  passed  by  the  House 
amended  section  164  of  the  code  (relating  to  deduction  of  taxes)  to 
provide  for  the  allowance  of  a  deduction  for  those  State,  local,  and 
foreign  taxes  listed  in  the  bill.  Senate  amendment  No.  32  adds  to 
the  list: 

(1)  State  and  local  taxes  on  the  sale  of  gasoline,  diesel  fuel, 
and  other  motor  fuels;  and 

(2)  State  and  local  taxes  on  the  registration  or  licensing  of 
highway  motor  vehicles  and  on  licenses  for  the  operation  of 
highway  motor  vehicles. 
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The  House  recedes  with  an  amendment.  Under  the  conference 
action,  State  and  local  taxes  on  the  sale  of  gasoline,  diesel  fuel,  and 
other  motor  fuels  will  remain  deductible.  However,  State  and  local 
taxes  on  the  registration  or  licensing  of  highway  motor  vehicles  and 
on  licenses  for  the  operation  of  highway  motor  vehicles  will  no  longer 
be  deductible  (unless  paid  or  accrued  in  carrying  on  a  trade  or  business 
or  an  activity  described  in  sec.  212  of  the  code). 

Amendment  No.  35:  In  amending  section  164  of  the  code,  the  bill 
as  passed  by  the  House  eliminated  the  deduction  permitted  by  exist¬ 
ing  section  164(b)  (5)(B)  of  the  code  for  certain  taxes  assessed  against 
local  benefits  levied  by  special  taxing  districts  described  in  such 
section.  The  effect  of  Senate  amendment  No.  35  is  to  continue  the 
allowance  of  the  deduction  for  such  taxes  if  the  special  taxing  district 
was  in  existence  on  December  31,  1963,  and  the  taxes  are  levied  for 
the  purpose  of  retiring  indebtedness  existing  on  such  date. 

The  House  recedes. 

CHARITABLE,  ETC.,  CONTRIBUTIONS  AND  GIFTS 

Amendment  No.  36:  Under  existing  section  170(b)(1)(C)  of  the 
code,  an  individual  is  allowed  an  unlimited  charitable  contribution 
deduction  if  in  the  taxable  year,  and  in  8  of  the  10  preceding  taxable 
years,  the  charitable  contributions  and  the  income  taxes  paid  by  the 
taxpayer  during  such  year  exceed  90  percent  of  his  taxable  income 
computed  without  deduction  for  charitable  contributions,  personal 
exemptions,  and  net  operating  loss  carrybacks.  Under  existing  law, 
the  unlimited  charitable  contribution  deduction  is  computed  by 
reference  to  charitable  contributions  to  those  organizations  to  which/ 
the  general  20-percent  limitation  applies,  whether  or  not  those 
organizations  are  ones  to  which  the  additional  10-percent  limitation 
also  applies. 

This  amendment  redesignates  subparagraph  (D)  of  section  170(b)(1) 
of  the  code  as  subparagraph  (E)  and  inserts  a  new  subparagraph  (D) 
which  provides,  in  effect,  that  if  the  taxable  year  begins  after  December 
31,  1963— 

(1)  section  170(b)(1)(C)  shal-l  apply  only  at  the  election  of  the 
taxpayer;  and 

(2)  in  determining  whether  the  90-percent  requirement  is 
satisfied  in  the  taxable  year  and  in  8  of  the  10  preceding  taxable 
years,  the  amount  of  the  charitable  contributions  for  the  taxable 
year  (and  for  all  prior  taxable  years  beginning  after  December  31, 
1963)  is  to  be  determined  without  the  application  of  section 
170(b)(5)  of  the  code  (carryover  of  certain  excess  contributions 
by  individuals,  added  by  Senate  amendment  No.  37)  and  solely 
by  reference  to  charitable  contributions  described  in  section 
170(b)(1)(A)  of  the  code,  as  amended  by  section  209(a)  of  the 
bill  (i.e.,  contributions  to  those  organizations  to  which  the 
additional  10-percent  limitation  applies). 

If  the  taxpayer  elects  to  have  section  170(b)  (1)(C)  apply  for  the  tax¬ 
able  year,  then  for  such  taxable  year  the  deduction  under  section 
170(a)  of  the  code  applies  only  with  respect  to  charitable  contribu¬ 
tions  to  those  organizations  to  which  the  additional  10-percent  limi¬ 
tation  applies.  In  addition,  no  amount  of  charitable  contributions 
made  in  the  taxable  year  or  any  prior  taxable  year  may  be  treated 
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under  the  new  section  170(b)(5)  as  having  been  made  in  the  taxable 
year  or  in  any  succeeding  taxable  year. 

The  House  recedes  with  amendments.  Under  the  conference 
agreement,  section  170  of  the  code  is  amended  by  inserting  after 
subsection  (f)  (added  by  subsec.  (e)  of  sec.  209  of  the  bill)  a  new  sub¬ 
section  (g). 

Paragraph  (1)  of  such  new  subsection  (g)  provides  that  if  the  tax¬ 
able  year  begins  after  December  31,  1963 —  ‘ 

(A)  section  170(b)(1)(C)  shall  apply  only  at  the  election  of 
the  taxpayer;  and 

(B)  in  determining  whether  the  90-percent  requirement  is 
satisfied  in  the  taxable  year  and  in  8  of  the  10  preceding  taxable 
years,  the  amount  of  the  charitable  contributions  for  the  taxable 
year  (and  for  all  prior  taxable  years  beginning  after  December 
31,  1963)  is  to  be  determined  without  the  application  of  section 
170(b)(5)  of  the  code  ^carryover  of  certain  excess  contributions 
by  individuals,  added  by  Senate  amendment  No.  37)  and  solely 
by  reference  to  the  charitable  contributions  which  are  described 
in  paragraph  (2)  of  new  subsection  (g). 

If  the  taxpayer  elects  to  have  section  170(b)(1)(C)  apply  for  the  tax¬ 
able  year,  then  for  such  taxable  year,  the  deduction  under  section 
170(a)  of  the  code  applies  only  with  respect  to  charitable  contributions 
which  are  described  in  paragraph  (2)  of  new  subsection  (g).  In 
addition,  no  amount  of  charitable  contributions  made  in  the  taxable 
year  or  any  prior  taxable  year  may  be  treated  under  section  170(b)(5) 
as  having  been  made  in  the  taxable  year  or  in  any  succeeding  taxable 
year. 

Under  the  conference  agreement,  the  charitable  contributions, 
which  are  referred  to  in  paragraph  (1)  and  described  in  paragraph  (2) 
of  new  subsection  (g),  which  qualify  for  application  of  the  unlimited 
charitable  contribution  deduction  are — 

(A)  any  charitable  contribution  described  in  section 
170(b)(1)(A)  of  the  code; 

(B)  any  charitable  contribution,  not  described  in  section 
170(b)(1)(A)  of  the  code,  to  an  organization  described  in  section 
170(c)(2)  of  the  code  (certain  organizations  organized  and 
operated  exclusively  for  religious,  charitable,  scientific,  literary, 
or  educational  purposes  or  for  the  prevention  of  cruelty  to 
children  or  animals)  substantially  more  than  half  of  the  assets 
of  which  is  devoted  directly  to,  and  substantially  all  of  the  income 
of  which  is  expended  directly  for,  the  active  conduct  of  the 
activities  constituting  the  purpose  or  function  for  which  it  is 
organized  and  operated  (as  distinguished  from  making  contribu¬ 
tions  to  other  organizations  organized  and  operated  for  such 
purpose  or  function) ; 

(C)  any  charitable  contribution,  not  described  in  section 
170(b)(1)(A)  of  the  code,  to  an  organization  described  in  section 
170(c)  (2)  of  the  code  which  meets  the  requirements  of  new  sub¬ 
section  (g)(3)  with  respect  to  such  charitable  contribution;  and 

(D)  any  charitable  contribution  taken  into  account  under 
existing  section  170(b)(1)(C)  of  the  code  payment  of  which  is 
made  on  or  before  the  date  of  the  enactment  of  the  bill. 

Under  the  conference  agreement,  a  contribution  to  an  organization 
which  is  referred  to  in  new  subsection  (g)  (2)  (C)  qualifies  only  if  such 
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organization  meets  the  two  requirements  described  in  new  subsection 
(g)(3)  with  respect  to  such  contribution.  The  first  of  such  require¬ 
ments  is  that — 

(A)  not  later  than  the  close  of  the  third  year  after  the  organi¬ 
zation’s  taxable  year  in  which  the  contribution  is  received  (or 
before  such  later  time  as  the  Secretary  of  the  Treasury  or  his  dele¬ 
gate  may  allow  upon  good  cause  shown  by  such  organization), 
such  organization  expends  an  amount  equal  to  at  least  50  percent 
of  such  contribution  for — 

(i)  the  active  conduct  of  the  activities  constituting  the 
purpose  or  function  for  which  it  is  organized  and  operated 
(as  distinguished  from  making  contributions  to  other  or¬ 
ganizations  organized  and  operated  for  such  purpose  or 
function), 

(ii)  assets  which  are  directly  devoted  to  such  active 
conduct, 

(iii)  contributions  to  organizations  which  are  described  in 
section  170(b)(1)(A)  of  the  code  or  in  paragraph  (2)(B)  of 
the  new  subsection  (g),  or 

(iv)  any  combination  of  the  foregoing. 

If  an  amount  expended  as  provided  in  subparagraph  (A)  is  used  to 
qualify  any  contribution  under  this  50-percent  test,  to  the  extent  so 
used  such  amount  may  not  be  used  as  an  expenditure  for  purposes  of 
qualifying  another  contribution  under  subparagraph  (A),  whether 
such  other  contribution  was  made  by  the  same  donor  or  by  another 
donor. 

The  second  of  such  requirements  with  respect  to  such  contribution 
is  that — 

(B)  for  the  period  beginning  with  the  beginning  of  the  taxable 
year  in  which  such  contribution  is  received  and  ending  with  the 
close  of  the  taxable  year  in  which  the  50-percent  test  is  satisfied 
with  respect  to  such  contribution,  such  organization  expends  all 
of  its  net  income  (determined  without  regard  to  capital  gains 
and  losses)  for  the  purposes  described  in  clauses  (i),  (ii),  (iii), 
and  (iv)  of  paragraph  (3) (A). 

If  the  organization  has  shown,  to  the  satisfaction  of  the  Secretary  of  the 
Treasury  or  his  delegate,  that  good  cause  exists  for  extending  the 
period  during  which  the  organization  must  expend  an  amount  equal 
to  50  percent  of  the  contribution  in  question,  and  the  Secretary  or 
his  delegate  allows  such  an  extension,  the  requirement  that  the 
organization  must  expend  all  of  its  net  income  applies  with  respect  to 
the  organization’s  net  income  for  the  period  beginning  with  the 
beginning  of  the  taxable  year  in  which  such  contribution  is  received 
and  ending  with  the  close  of  the  taxable  year  in  which  it  expends  an 
amount  equal  to  50  percent  of  such  contribution.  Thus,  for  example, 
if  the  Secretary  of  the  Treasury  or  his  delegate  extends  the  time  within 
which  an  organization  may  expend  an  amount  equal  to  at  least  50 
percent  of  a  contribution  until  the  close  of  the  fifth  taxable  year  after 
the  organization’s  taxable  year  in  which  the  contribution  is  received 
and  the  50-percent  test  is  satisfied  during  such  fifth  year,  the  require¬ 
ment  of  subparagraph  (B)  is  satisfied  only  if  the  net  income  for  the 
6-year  period  is  expended  as  required  by  subparagraph  (B).  On  the 
other  hand,  if  the  50-percent  test  is  satisfied  during  the  taxable  year 
in  which  the  contribution  is  received,  the  requirement  of  subparagraph 
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(B)  is  satisfied  if  the  net  income  for  such  taxable  year  is  expended  as 
required  by  subparagraph  (B) . 

Under  the  conference  agreement,  subsection  (g)(3)  also  provides 
the  taxpayer  with  an  election  (to  be  exercised  in  accordance  with 
regulations  prescribed  by  the  Secretary  of  the  Treasury  or  bis  dele¬ 
gate)  with  respect  to  contributions  made  by  him  to  an  organization 
referred  to  in  subsection  (g)  (2)  (C) .  If  the  taxpayer  so  elects  with 
respect  to  contributions  made  by  him  to  such  an  organization,  then, 
in  applying  the  expenditure  of  income  requirement  with  respect  to 
contributions  made  by  him  to  such  organization  during  bis  taxable 
year  for  which  such  election  is  made  and  during  all  his  subsequent 
taxable  years,  amounts  expended  by  the  organization  after  the  close 
of  any  of  its  taxable  years  and  on  or  before  the  15th  day  of  the  third 
month  following  the  close  of  such  taxable  year  shall  be  treated  as  ex¬ 
pended  during  such  taxable  year. 

Under  the  conference  agreement,  for  the  contribution  to  qualify 
under  section  170(b)(1)(C)  of  the  code  an  additional  requirement,  as 
described  in  new  subsection  (g)(4)  (disqualifying  transactions),  must 
be  met  by  an  organization  referred  to  in  new  subsection  (g)(2)  (B)  or 

(C) .  An  organization  shall  be  an  organization  referred  to  in  new  sub¬ 
section  (g)(2)  (B)  or  (C)  only  if  at  no  time  during  the  period  con¬ 
sisting  of  the  organization’s  taxable  year  in  which  the  contribution  is 
received,  its  3  preceding  taxable  years,  and  its  3  succeeding  taxable 
years,  such  organization — 

(A)  lends  any  part  of  its  income  or  corpus  to; 

(B)  pays  compensation  (other  than  reasonable  compensation 
for  personal  services  actually  rendered)  to; 

(C)  makes  any  of  its  services  available  on  a  preferential  basis 
to; 

(D)  purchases  more  than  a  minimal  amount  of  securities  or 
other  property  from;  or 

(E)  sells  more  than  a  minimal  amount  of  securities  or  other 
property  to, 

the  donor  of  such  contribution,  any  member  of  his  family  (as  defined 
in  section  267(c)(4)  of  the  code),  any  employee  of  the  donor,  any 
officer  or  employee  of  a  corporation  in  which  he  owns  (directly  or 
indirectly)  50  percent  or  more  in  value  of  the  outstanding  stock,  or 
any  partner  or  employee  of  a  partnership  in  which  he  owns  (directly 
or  indirectly)  50  percent  or  more  of  the  capital  interest  or  profits 
interest.  An  exception  to  this  provision  makes  it  inapplicable  to 
transactions  which  occurred  on  or  before  the  date  of  the  enactment 
of  the  bill. 

Amendment  No.  37:  This  amendment  adds  a  new  paragraph  (5) 
to  section  170(b)  of  the  code  to  provide  a  5-year  carryover  of  certain 
charitable  contributions  made  by  individuals  in'  taxable  years  begin¬ 
ning  after  December  31,  1963,  where  the  amount  of  the  contributions 
exceeds  30  percent  of  the  taxpayer’s  adjusted  gross  income  (computed 
without  regard  to  net  operating  loss  carrybacks).  Under  the  amend¬ 
ment,  the  amount  carried  from  a  taxable  year  (and  the  amount  thereof 
treated  as  paid  in  a  succeeding  taxable  year)  is  determined  solely  by 
reference  to  charitable  contributions  to  those  organizations  to  which 
the  additional  10-percent  limitation  applies. 

The  House  recedes. 
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Amendment  No.  41:  The  bill  as  passed  by  the  House  added  a  new 
subsection  (f)  to  section  170  of  the  code  to  provide,  in  general,  that 
payment  of  a  charitable  contribution  which  consists  of  a  future  inter¬ 
est  in  tangible  personal  property  shall  be  treated  as  made  only  when 
all  intervening  interests  in  (and  rights  to  the  actual  possession  or 
enjoyment  of)  the  property  have  expired  or  are  held  by  persons  other 
than  the  taxpayer  (or  certain  related  parties).  The  bill  as  passed  by 
the  House  excepted  from  this  rule  any  charitable  contribution  where 
the  sole  intervening  interest  or  right  is  a  nontransferable  life  interest 
reserved  by  the  donor  (or  donors  in  the  case  of  a  joint  gift  by  husband 
and  wife).  Senate  amendment  No.  41  strikes  out  this  exception. 

The  House  recedes  on  this  amendment,  but  under  the  conference 
action  on  Senate  amendment  No.  42,  the  exception  in  the  bill  as 
passed  by  the  House  is  restored  with  respect  to  transfers  of  future 
interests  before  July  1,  1964. 

Amendment  No.  42:  Senate  amendment  No.  42  relates  to  the  effec¬ 
tive  dates  for  the  amendments  made  by  the  bill  to  section  170  of 
the  code.  In  the  case  of  individuals,  the  effective  dates  are  the  same 
as  provided  by  the  bill  as  passed  by  the  House. 

Under  the  bill  as  passed  by  the  House,  the  amendments  providing 
a  5-year  carryover  of  charitable  contributions  made  by  corporations 
applied  with  respect  to  contributions  which  are  paid  (or  treated  as 
paid  under  sec.  170(a)(2)  of  the  code)  in  taxable  years  beginning 
after  December  31,  1963.  Under  Senate  amendment  No.  42,  the 
amendments  are  to  apply  to  taxable  years  beginning  after  December 
31,  1963,  with  respect  to  contributions  which  are  paid  (or  treated 
as  paid  under  sec.  170(a)(2)  of  the  code)  in  taxable  years  beginning 
after  December  31,  1961. 

The  House  recedes  with  an  amendment  (see  discussion  of  Senate 
amendment  No.  41). 

LOSSES  ARISING  FROM  EXPROPRIATION  OF  PROPERTY  BY  GOVERNMENTS 

OF  FOREIGN  COUNTRIES 

Amendment  No.  43:  In  general,  the  effect  of  this  amendment  is  to 
permit  a  taxpayer  to  elect  (for  any  taxable  year  ending  after  December 
31,  1958)  a  10-year  carryover  under  section  172  of  the  code  (relating 
to  net  operating  loss  deduction)  of  the  portion  of  the  net  operating 
loss  for  such  year  attributable  to  a  foreign  expropriation  loss  for  such 
year  in  lieu  of  the  existing  3-year  carryback  and  5-year  carryover. 
The  10-year  carryover  is  not  to  apply  unless  the  foreign  expropriation 
loss  equals  or  exceeds  50  percent  of  the  net  operating  loss.  The  term 
“foreign  expropriation  loss’ ’  is  defined  to  mean,  for  any  taxable  year, 
the  sum  of  the  losses  sustained  by  reason  of  the  expropriation,  inter¬ 
vention,  seizure,  or  similar  taking  of  property  by  the  government  of 
any  foreign  country,  any  political  subdivision  thereof,  or  any  agency 
or  instrumentality  of  the  foregoing.  For  this  purpose,  a  debt  which 
becomes  worthless  is  to  be  treated  as  a  loss  to  the  extent  of  any 
deduction  allowed  under  section  166(a)  of  the  code. 

The  amount  of  any  loss  taken  into  account  in  determining  a  foreign 
expropriation  loss  may  not  exceed  the  taxpayer’s  adjusted  basis  for  the 
property  or  bad  debt  in  question  since  the  foreign  expropriation  loss 
must  arise  from  a  loss  described  in  section  165  of  the  code  or  a  bad 
debt  described  in  section  166;  in  both  of  these  cases  the  deduction 
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allowed  may  not  exceed  the  adjusted  basis  for  purposes  of  the  sale  or 
other  disposition  of  the  property. 

If  a  taxpayer  makes  the  election  for  a  taxable  year  ending  before 
January  1,  1964,  special  rules  are  provided  (with  respect  to  any  year 
affected  by  the  election)  to  extend  to  the  close  of  December  31,  1965, 
the  time  for  making  or  changing  any  choice  or  election  under  sections 
901  through  905  of  the  code  (relating  to  foreign  tax  credit)  and  to 
extend  to  the  close  of  December  31,  1968,  the  time  for  assessing 
deficiencies  and  filing  claims  for  refund  or  credit  of  overpayments. 

The  House  recedes  with  a  technical  amendment. 


CARE  OF  DEPENDENTS 

Amendment  No.  46:  The  bill  as  passed  by  both  the  House  and  the 
Senate  amends  section  214  of  the  code  (relating  to  deduction  for 
expenses  for  care  of  certain  dependents).  Under  the  bill  as  passed 
by  the  House,  section  214(b)(1)  limited  the  deduction  under  section 
214(a)  for  any  taxable  year  to  $600,  except  that  the  $600  limit  was  to 
be  increased  (to  an  amount  not  above  $900)  by  the  amount  of  expenses 
incurred  by  the  taxpayer  for  any  period  during  which  the  taxpayer 
had  two  or  more  dependents  (within  the  meaning  of  amended  sec. 
214(d)(1)  of  the  code).  In  the  case  of  a  woman  who  is  married,  the 
increase  in  the  limitation  applied  only  for  a  period  during  which  her 
husband  is  incapable  of  self-support  because  mentally  or  physically 
defective. 

The  effect  of  Senate  amendment  No.  46  is  to  retain  the  $900  amount 
for  a  period  during  which  the  taxpayer  had  two  dependents,  to  increase 
the  $900  amount  to  $1,000  for  a  period  during  which  the  taxpayer 
)had  three  or  more  dependents,  and  to  omit  the  provision  which  would 
limit  the  application  of  these  new  amounts  in  the  case  of  married 
women. 

The  House  recedes  with  an  amendment  which  retains  the  $900 
amount  for  a  period  during  which  the  taxpayer  had  two  or  more 
dependents  and  omits  the  provision  which  would  limit  the  application 
of  this  new  amount  in  the  case  of  married  women. 

Amendment  No.  47:  Under  the  bill  as  passed  by  the  House, 
section  214(b)  further  provided,  in  the  case  of  a  woman  who  is  married 
and  in  the  case  of  a  husband  whose  wife  is  incapacitated,  that  the 
deduction  otherwise  allowable  under  section  214(a) — 

(1)  would  not  be  allowed  unless  the  couple  files  a  joint  return; 
and 

(2)  would  be  reduced  dollar  for  dollar  to  the  extent  that  the 
couple’s  combined  adjusted  gross  income  exceeds  $4,500. 

These  conditions  did  not  apply  in  certain  specified  situations.  The 
effect  of  the  Senate  amendment  No.  47  is  to  retain  these  conditions 
and  exceptions,  except  that  the  Senate  amendment  substitutes 
$7,000  for  the  $4,500  amount. 

The  House  recedes  with  an  amendment  which  provides  that  this 
amount  will  be  $6,000. 


DEDUCTION  FOR  POLITICAL  CONTRIBUTIONS 


Amendment  No.  53:  This  amendment  adds  a  new  section  218  to 
the  code.  Section  218(a)  provides  that  in  the  case  of  an  individual, 
there  shall  be  allowed  as  a  deduction  any  political  contribution  pay- 
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ment  of  which  is  made  by  the  taxpayer  within  the  taxable  year. 
Section  218(b)  limits  the  deduction  to  $50  for  any  taxable  year, 
except  that  in  the  case  of  a  joint  return  of  a  husband  and  wife  the 
limit  is  $100. 

The  Senate  recedes. 

100-PERCENT  DIV1DENDS-RECEIVED  DEDUCTION  FOR  MEMBERS  OF 

ELECTING  AFFILIATED  GROUPS 

Amendment  No.  54:  This  amendment  adds  a  new  section  to  the  bill 
which  amends  section  243  of  the  code  (relating  to  the  deduction  for 
certain  dividends  received  by  corporations)  to  provide  a  100-percent 
deduction  in  the  case  of  “qualifying  dividends”,  and  makes  conform¬ 
ing  technical  amendments. 

As  amended,  section  243(b)(1)  defines  the  term  “qualifying  divi¬ 
dends”  to  mean  dividends  received  by  a  corporation  which  (at  the 
close  of  the  day  the  dividends  are  received)  is  a  member  of  the  same 
affiliated  group  of  corporations  (as  defined  in  sec.  243(b)(5))  as  the 
corporation  distributing  the  dividends,  if  (1)  such  affiliated  group  has 
made  an  election  under  section  243(b)(2)  which  is  effective  for  the 
taxable  years  of  its  members  which  include  such  day;  and  (2)  the 
dividends  are  distributed  out  of  earnings  and  profits  of  a  taxable 
year  of  the  distributing  corporation  ending  after  December  31,  1963, 
with  respect  to  which  two  requirements  are  satisfied.  First,  the  dis¬ 
tributing  corporation  and  the  recipient  corporation  must  have  been 
members  of  such  affiliated  group  on  each  day  of  such  taxable  year. 
Second,  an  election  under  section  1562  (relating  to  election  of  multiple 
surtax  exemptions)  must  not  be  effective  for  such  taxable  year. 

Section  243  (b)  (2)  prescribes  rules  for  the  making  of  an  election  and^ 
the  taxable  years  to  which  it  applies.  Under  section  243(b)(3),  if  an 
election  by  an  affiliated  group  is  effective  with  respect  to  a  taxable 
year  of  the  common  parent  corporation,  then  under  regulations  pre¬ 
scribed  by  the  Secretary  of  the  Treasury  or  his  delegate — 

(1)  no  member  of  such  affiliated  group  may  consent  to  an 
election  under  section  1562  for  such  taxable  year; 

(2)  the  members  of  such  group  will  be  treated  as  one  taxpayer 
for  purposes  of  making  the  elections  under  section  901(a)  (re¬ 
lating  to  allowance  of  foreign  tax  credit)  and  section  904(b)(1) 
(relating  to  election  of  overall  limitation) ;  and 

(3)  the  members  of  such  affiliated  group  will  be  limited  to  (i) 
one  $100,000  minimum  accumulated  earnings  credit  under  section 
535(c)  (2)  or  (3);  (ii)  one  $100,000  limitation  for  exploration 
expenditures  under  section  615  (a)  and  (b) ;  (iii)  one  $400,000 
limitation  for  exploration  expenditures  under  section  615(c)(1); 

(iv)  one  $25,000  limitation  on  small  business  deductions  of  life 
insurance  companies  under  sections  804(a)  (4)  and  809(d)  (10) ;  and 

(v)  one  $100,000  exemption  for  purposes  of  estimated  tax  filing 
requirements  under  section  6016  and  the  addition  to  tax  under 
section  6655  for  failure  to  pay  estimated  tax. 

Section  243(b)(4)  provides  for  the  termination  of  an  election  under 
section  243  (b)  (2)  either  by  the  filing  by  the  group  of  a  termination  of 
the  election  or  by  the  filing  of  a  statement  by  a  new  member  of  the 
group  that  it  does  not  consent  to  the  election. 

Section  243(b)(5)  provides  that  the  term  “affiliated  group”  has  the 
meaning  assigned  to  it  by  section  1504(a)  of  the  code  except  that  for 
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purposes  of  the  100-percent  dividends  received  deduction  insurance 
companies  subject  to  taxation  under  section  802  or  821  of  the  code 
are  not  to  be  excluded  by  section  1504(b)(2)  from  a  group  and  are  not 

Sirt  under  section  1504(c)  as  a  separate  group.  Section 
°  provides  special  rules  for  insurance  companies 

The  amendments  providing  for  the  100-percent  dividends  received 
deduction  are  to  apply  with  respect  to  dividends  received  in  taxable 
years  ending  after  December  31,  1963. 

The  House  recedes  with  a  clerical  amendment. 

INTEREST  ON  LOANS  INCURRED  TO  PURCHASE  CERTAIN  INSURANCE 

AND  ANNUITY  CONTRACTS 

Amendment  No.  56 :  The  bill  as  passed  by  the  House  amended 
section  264  of  the  code  to  provide  that,  under  certain  circumstances, 
no  deduction  is  allowed  for  interest  on  loans  incurred  or  continued  to 
purchase  or  carry  certain  life  insurance,  endowment,  or  annuity  con¬ 
tracts.  This  new  provision  was  to  apply  only  in  respect  of  contracts 
purchased  after  August  6,  1963.  Under  the  Senate  amendment  No. 
56  this  new  provision  applies  only  in  respect  of  contracts  purchased 
after  December  31,  1963. 

The  Senate  recedes. 

INTEREST  ON  INDEBTEDNESS  INCURRED  OR  CONTINUED  TO  PURCHASE 

OR  CARRY  TAX-EXEMPT  BONDS 

Amendment  No.  57:  Section  265(2)  of  the  code  provides  that  no 
deduction  shall  be  allowed  for  interest  on  indebtedness  incurred  or 
continued  to  purchase  or  carry  obligations  (other  than  certain  obliga¬ 
tions  of  the  United  States)  the  interest  on  which  is  wholly  exempt 
from  income  tax.  Under  Senate  amendment  No.  57,  a  new  sentence 
is  added  to  section  265(2)  to  provide  that,  in  applying  the  preceding 
sentence  to  a  financial  institution  (other  than  a  bank)  which  is  subject 
to  the  banking  laws  of  the  State  in  which  such  institution  is  incorpo¬ 
rated,  interest — 

(1)  on  face-amount  certificates  (as  defined  in  sec.  2(a)  (15)  of 
the  Investment  Company  Act  of  1940  (15  U.S.C.  80a-2))  issued 
by  the  institution;  and 

(2)  on  amounts  received  by  such  institution  to  be  applied  to¬ 
ward  the  purchase  of  such  face-amount  certificates  to  be  issued  by 
the  institution — 

is  not  to  be  considered  as  interest  on  indebtedness  incurred  or  con¬ 
tinued  to  purchase  or  carry  obligations  the  interest  on  which  is  wholly 
exempt  from  income  tax  to  the  extent  that  the  average  amount  of  such 
obligations  held  by  such  institution  during  the  taxable  year  (as  deter¬ 
mined  under  regulations  prescribed  by  the  Secretary  of  the  Treasury 
or  his  delegate)  does  not  exceed  25  percent  of  the  average  of  the  total 
assets  of  the  institution  during  the  taxable  year  (as  so  determined) . 
The  new  provision  is  to  apply  with  respect  to  taxable  years  ending  after 
the  date  of  the  enactment  of  the  bill. 

The  House  recedes  with  amendments.  Under  the  conference 
agreement,  the  new  sentence  added  to  section  265(2)  of  the  code  by 
the  Senate  amendment  is  to  apply  only  with  respect  to  interest  on 
face-amount  certificates,  and  on  amounts  received  toward  the  pur¬ 
chase  of  such  certificates,  issued  by  a  face-amount  certificate  company 
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(registered  under  the  Investment  Company  Act  of  1940),  and  the 
percentage  contained  in  the  new  sentence  is  reduced  to  15  percent. 
In  providing  that  the  financial  institutions  specified  in  this  provision 
are  not  to  be  denied  interest  deductions  under  section  265(2)  of  the 
code  to  the  extent  that  the  average  amount  invested  by  such  an  insti¬ 
tution  in  tax-free  obligations  does  not  exceed  15  percent  of  the  average 
of  its  total  assets,  it  is  not  intended  to  imply  that  an  interest  deduction 
is  to  be  denied  because  of  investments  in  excess  of  the  specified  15- 
percent  level  if  the  taxpayer  establishes  that  indebtedness  was  not 
“  incurred  or  continued  to  purchase  or  carry”  these  excess  obligations. 
Nor  is  it  intended  that  any  inference  with  respect  to  years  before  the 
effective  date  of  this  provision  be  drawn  from  the  enactment  of  this 
provision. 

ALLOCATION  OF  CERTAIN  TRAVELING  EXPENSES 

Amendment  No.  58:  Section  274(c)  of  the  code  provides  that  in  the 
case  of  any  individual  who  is  traveling  away  from  home  in  pursuit  of  a 
trade  or  business  or  in  pursuit  of  an  activity  described  in  section  pl2, 
no  deduction  shall  be  allowed  under  section  162  or  section  212  for  that 
portion  of  the  expenses  of  such  travel  otherwise  allowable  under  such 
section  which,  under  regulations  prescribed  by  the  Secretary  of  the 
Treasury  or  his  delegate,  is  not  allocable  to  such  trade  or  business  or  to 
such  activity.  Such  provision,  however,  does  not  apply  to  the  ex¬ 
penses  of  any  travel  away  from  home  which  does  not  exceed  1  week 
or  where  the  portion  of  the  time  away  from  home  which  is  not  attrib¬ 
utable  to  the  pursuit  of  the  taxpayer’s  trade  or  business  or  to  an  activ¬ 
ity  specified  in  section  212  is  less  than  25  percent  of  the  total  time 
away  from  home  on  such  travel.  Senate  amendment  No.  58  striked 
out  subsection  (c)  of  section  274  of  the  code,  effective  with  respect  to 
taxable  years  ending  after  December  31,  1962,  but  only  in  respect  of 
periods  after  such  date. 

The  House  recedes  with  an  amendment  which,  in  effect,  retains 
section  274(c)  of  the  code  but  limits  its  application  to  foreign  travel. 
Under  the  conference  agreement,  section  274(c)  will  only  apply  to  an 
individual’s  travel  outside  the  United  States  away  from  home.  Travel 
from  one  point  in  the  United  States  to  another  point  in  the  United 
States  is  not  to  be  considered  travel  outside  the  United  States,  even 
though  it  may  constitute  a  portion  of  the  trip  in  which  the  taxpayer 
travels  to  a  point  outside  the  United  States.  Section  274(c),  as 
amended,  will  not  apply  to  the  expenses  of  any  travel  outside  the 
United  States  away  from  home,  if  such  travel  does  not  exceed  1  week, 
or  if  the  portion  of  the  time  of  travel  outside  the  United  States  away 
from  home  which  is  not  attributable  to  the  pursuit  of  the  taxpayer’s 
trade  or  business  or  an  activity  described  in  section  212  is  less  than  25 
percent  of  the  total  time  on  such  travel.  Section  274(c),  as  amended, 
will  apply  with  respect  to  taxable  years  ending  after  December  31, 
1962,  but  only  in  respect  of  periods  after  such  date. 

ACQUISITION  OF  STOCK  IN  EXCHANGE  FOR  STOCK  OF  CORPORATION 
WHICH  IS  IN  CONTROL  OF  ACQUIRING  CORPORATION 

Amendment  No.  59:  Under  existing  section  368(a)(1)(B)  of  the 
code,  the  acquisition  by  one  corporation,  in  exchange  solely  for  all  or 
a  part  of  its  voting  stock,  of  stock  of  another  corporation  qualifies  as  a 
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“reorganization”  if,  immediately  after  the  acquisition,  the  acquiring 
corporation  has  control  of  such  other  corporation  (whether  or  not 
such  acquiring  corporation  had  control  immediately  before  the  acqui- 
sition).  Under  Senate  amendment  No.  59,  section  368(a)(1)(B)  is 
amended  to  permit  an  acquiring  corporation  to  exchange  either  its 
voting  stock  or  the  voting  stock  of  a  corporation  which  is  in  control 
ol  the  acquiring  corporation  for  the  stock  of  another  corporation. 
1  he  amendment  also  makes  technical  and  conforming  changes.  The 
amendments  apply  with  respect  to  transactions  after  December  31 
1963,  in  taxable  years  ending  after  such  date. 

The  House  recedes  with  a  clerical  amendment. 

RETROACTIVE  QUALIFICATION  OF  CERTAIN  UNION-NEGOTIATED 

MULTIEMPLOYER  PENSION  PLANS 

Amendment  No.  60:  Section  401  of  the  code  relates  to  qualified 
pension,  profit-sharing,  and  stock  bonus  plans.  Senate  amendment 
No.  60  inserts  a  new  subsection  (i)  in  section  401. 

The  new  subsection  (i)  applies  to  a  trust  forming  part  of  a  pension 
plan  which  has  been  determined  by  the  Secretary  of  the  Treasury 
or  his  delegate  to  constitute  a  qualified  trust  under  section  401(a), 
and  to  be  exempt  from  taxation  under  section  501(a),  for  a  period 
beginning  after  contributions  were  first  made  to  or  for  such  trust. 
The  new  subsection  (i)  provides  that  where  such  a  trust  meets  certain 
conditions,  then  it  shall  be  considered  as  having  constituted  a  qualified 
trust  under  section  401(a),  and  as  having  been  exempt  from  taxation 
under  section  501(a),  for  the  period  beginning  on  the  date  on  which 
contributions  were  first  made  to  or  for  such  trust  and  ending  on  the 
date  such  trust  first  constituted  (without  regard  to  the  new  sub¬ 
section)  a  qualified  trust. 

The  conditions  referred  to  in  the  preceding  paragraph  require  that 
it  be  shown  to  the  satisfaction  of  the  Secretary  of  the  Treasury  or  his 
delegate  that:  (1)  Such  trust  was  created  pursuant  to  a  collective 
bargaining  agreement  between  employee  representatives  and  two  or 
more  employers  who  are  not  related  (determined  under  regulations 
prescribed  by  the  Secretary  of  the  Treasury  or  his  delegate) ;  (2)  any 
disbursements  made  prior  to  the  period  for  which  the  trust  was 
determined  to  be  qualified  (without  regard  to  the  new  subsection) 
substantially  comply  with  the  terms  of  the  trust  (and  plan)  as  so 
qualified;  and  (3)  prior  to  the  period  for  which  the  trust  was  deter¬ 
mined  to  be  qualified  (without  regard  to  the  new  subsection)  contri¬ 
butions  were  not  used  in  a  manner  which  would  jeopardize  the  interests 
of  the  beneficiaries. 

The  new  subsection  (i)  is  to  apply  with  respect  to  taxable  years 
beginning  after  December  31,  1953,  and  ending  after  August  16,  1954, 
but  only  with  respect  to  contributions  made  after  December  31,  1954. 
The  House  recedes  with  a  clerical  amendment. 

QUALIFIED  PENSION,  ETC.,  PLAN  COVERAGE  FOR  EMPLOYEES  OF  CERTAIN 

SUBSIDIARY  EMPLOYERS 

Arnendment  No.  61:  This  amendment  adds  a  new  section  to  the 
bill,  relating  to  qualified  pension,  etc.,  plan  coverage  for  employees 
of  certain  subsidiary  employers. 
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Employees  of  foreign  subsidiaries  covered  by  social  security  agreements 

Subsection  (a)  of  the  new  section  adds  a  new  section  406  to  part  I 
of  subchapter  D  of  chapter  1  of  the  code. 

(а)  Treatment  as  employees  of  domestic  corporation. — The  new  section 
406(a)  sets  forth  the  rules  relating  to  the  treatment  of  certain  em¬ 
ployees  of  foreign  subsidiaries  who  are  covered  under  a  social  security 
agreement  described  in  section  3121(1)  of  the  code,  entered  into  at  the 
request  of  the  domestic  corporation,  as  employees  of  such  domestic 
corporation.  The  new  section  406(a)  only  applies  in  the  case  of  a 
plan  established  and  maintained  by  a  domestic  corporation  which  is 
a  pension,  profit-sharing,  or  stock  bonus  plan  described  in  section 
401(a)  of  the  code,  an  annuity  plan  described  in  section  403(a)  of  the 
code,  or  a  bond  purchase  plan  described  in  section  405(a)  of  the  code. 
The  new  section  406(a)  provides  that  in  the  case  of  such  a  plan  an 
individual  who  is  a  citizen  of  the  United  States  and  who  is  also  an 
employee  of  a  foreign  subsidiary  (as  defined  in  sec.  3121(1)  (8)  of  the 
code)  of  the  domestic  corporation  shall  be  treated  as  an  employee  of 
such  domestic  corporation  if  certain  requirements  are  satisfied. 

The  first  of  the  requirements  of  the  new  section  406(a)  is  that  the 
domestic  corporation  has  entered  into  an  agreement  described  in 
section  3121(1)  of  the  code,  relating  to  agreements  entered  into  by 
domestic  corporations  with  respect  to  foreign  subsidiaries,  and  such 
agreement  covers  the  foreign  subsidiary  of  the  domestic  corporation 
in  which  the  individual  is  employed. 

The  second  requirement  is  that  the  qualified  plan  of  the  domestic 
employer  must  expressly  provide  coverage  for  the  U.S.  citizen  em¬ 
ployees  of  all  foreign  subsidiaries  which  are  covered  under  the  agree¬ 
ment  described  in  section  3121(1)  of  the  code  which  has  been  entered 
into  by  the  domestic  corporation. 

The  third  requirement  for  qualification  of  an  individual  as  an 
employee  is  that  contributions  under  a  funded  plan  of  deferred 
compensation  (whether  or  not  such  plan  is  a  qualified  plan)  are  not 
provided  by  any  other  person  with  respect  to  the  remuneration  paid 
to  such  individual  by  the  foreign  subsidiary. 

(б)  Special  rules  for  application  of  section  401  (a) . — The  new  section 
406(b)  provides  certain  special  rules  for  the  application  of  section 
401(a)  of  the  code  in  the  case  of  a  plan  which  covers  an  individual 
who  is  treated  as  an  employee  of  a  domestic  corporation  under  the 
new  section  406(a). 

Paragraph  (1)  of  such  section  406(b)  provides  certain  rules  regarding 
the  application  of  section  401(a)  (3)(B)  and  (4)  of  the  code  in  the  case 
of  a  plan  which  covers  such  an  individual.  Paragraph  (1)(A)  of  sec¬ 
tion  406(b)  provides  that  if  such  an  individual  is  an  officer,  share¬ 
holder,  or  person  whose  principal  duties  consist  in  supervising  the 
work  of  other  employees  of  a  foreign  subsidiary  of  such  domestic 
corporation,  he  shall  be  treated  as  having  such  capacity  with  respect 
to  the  domestic  corporation.  Paragraph  (1)(B)  of  section  406(b) 
provides  that  the  determination  of  whether  an  individual  who  is 
treated  as  an  employee  under  the  new  section  406(a)  is  a  highly  com¬ 
pensated  employee  for  purposes  of  section  401(a)  (3)(B)  and  (4)  of  the 
code  is  made  by  treating  such  individual's  total  compensation  (as 
computed  in  accordance  with  the  provisions  of  par.  (2)  of  sec.  406(b)) 
as  compensation  paid  by  the  domestic  corporation  and  by  determining 
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such  individual’s  status  as  a  highly  compensated  employee  with  regard 
to  such  domestic  corporation. 

Paragraph  (2)  of  the  new  section  406(b)  sets  forth  the  rules  regarding 
determination  of  the  compensation  of  an  individual  who  is  treated 
as  an  employee  of  a  domestic  corporation  under  section  406(a)  of  the 
code.  Such  rules  are  applicable  whenever  the  compensation  of  such 
an  individual  is  to  be  determined  for  the  purpose  of  determining 
whether  the  plan  satisfies  the  requirements  for  qualification  set  forth 
in  section  401(a).  Paragraph  (2)  (A)  of  section  406(b)  provides 
that,  for  the  purpose  of  applying  section  401  (a)  (5)  with  respect  to.  such 
an  individual,  his  total  compensation  is  the  remuneration  paid  to  him 
by  the  foreign  subsidiary  which  would  constitute  his  total  compen¬ 
sation  if  his  services  had  been  performed  for  the  domestic  corporation 
treated  as  his  employer.  In  addition,  such  paragraph  (2)  (A)  provides 
that  the  portion  of  the  individual’s  total  compensation  which  con¬ 
stitutes  his  basic  or  regular  rate  of  compensation  shall  be  determined 
under  regulations  prescribed  by  the  Secretary  of  the  Treasury  or 
his  delegate. 

Paragraph  (2)(B)  of  section  406(b)  provides  that  an  individual  who 
is  treated  as  an  employee  under  section  406(a)  shall  be  treated  as 
having  paid  the  amount  paid  by  such  domestic  corporation  which  is 
equivalent  to  the  tax  imposed  by  section  3101  of  the  code  (relating 
to  the  tax  imposed  on  employees)  with  respect  to  such  individual. 

(c)  Termination  oj  status  as  deemed  employee  not  to  be  treated  as 
separation  Jrom  service  jor  purposes  oj  capital  gains  provisions. — 
Existing  sections  402(a)(2)  and  403(a)(2)  of  the  code  provide  capital 
gains  treatment  for  certain  distributions  after  an  employee’s  separa¬ 
tion  from  service.  The  new  section  406(c)  provides  that  for  purposes 
of  applying  section  402(a)(2)  and  section  403(a)(2)  of  the  code  with 
respect  to  an  individual  who  is  treated  as  an  employee  of  a  domestic 
corporation  under  section  406(a),  such  individual  shall  not  be  treated 
as  separated  from  the  service  solely  by  reason  of  the  fact  that — 

(1)  the  agreement  entered  into  by  such  domestic  corporation 
under  section  3121(1)  which  covers  the  employment  of  such 
individual  is  terminated  under  the  provisions  of  such  section; 

(2)  such  individual  becomes  an  employee  of  a  foreign  sub¬ 
sidiary  (as  defined  in  sec.  3121(1)  (8))  with  respect  to  which  an 
agreement  described  in  section  3121(1)  does  not  apply; 

(3)  such  individual  ceases  to  be  an  employee  within  the  mean¬ 
ing  of  section  406(a)  and  becomes  an  employee  of  another  corpo¬ 
ration  controlled  by  the  domestic  corporation;  or 

(4)  the  provision  of  the  plan  described  in  section  406(a)(2)  is 
terminated. 

(d)  Deductibility  oj  contributions. — The  new  section  406(d)  relates  to 
the  deductibility  of  contributions  made  on  behalf  of  an  individual 
who  is  treated  as  an  employee  of  a  domestic  corporation  by  reason  of 
the  provisions  of  section  406(a). 

Paragraph  (1)  of  the  new  section  406(d)  provides  that,  for  purposes 
of  applying  sections  404  and  405(c)  with  respect  to  contributions 
made  to  a  qualified  plan  on  behalf  of  an  individual  who  is  treated  as 
an  employee  of  a  domestic  corporation  under  section  406(a),  no 
domestic  corporation  is  allowed  a  deduction. 

Paragraph  (2)  of  the  new  section  406(d)  provides  that  the  amount 
which  would  be  deductible  under  section  404  or  405(c)  by  the  domestic 
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corporation  if  the  individual  who  is  an  employee  within  the  meaning 
of  section  406(a)  were  its  own  employee  is  to  be  allowed  as  a  deduction 
to  the  foreign  subsidiary. 

Paragraph  (3)  of  the  new  section  406(d)  provides  that  for  the 
purpose  of  computing  the  amount  deductible  under  section  404  or 
405(c)  any  reference  to  compensation  shall  be  considered  to  be  a 
reference  to  the  total  compensation  of  such  individual  determined 
with  the  application  of  the  rules  set  forth  in  the  new  section  406(b)(2). 

The  new  section  406(d)  also  provides  that  any  amount  deductible 
by  a  foreign  subsidiary  under  this  section  shall  be  deductible  for  its 
taxable  year  with  or  within  which  the  taxable  year  of  the  domestic 
corporation  ends. 

(e)  Treatment  as  employee  under  related  provisions. — The  new 
section  406(e)  provides  that  an  individual  who  is  treated  as  an  em¬ 
ployee  of  a  domestic  corporation  under  the  new  section  406(a)  is 
also  to  be  treated  as  an  employee  of  the  domestic  corporation  with 
respect  to  certain  related  provisions  dealing  with  the  tax  treatment  of 
employees  under  the  qualified  plan. 

Employees  of  domestic  subsidiaries  engaged  in  business  outside  the 
United  States 

Subsection  (b)  of  the  new  section  added  by  the  Senate  amendment 
adds  a  new  section  407  to  part  I  of  subchapter  D  of  chapter  1  of  the 
code. 

(a)  Treatment  as  employees  of  domestic  parent  corporation. — The 
new  section  407(a)  sets  forth  the  requirements  which  must  be  satis¬ 
fied  for  a  U.S.  citizen  who  is  employed  by  a  domestic  subsidiary 
engaged  in  business  outside  the  United  States  to  be  treated  as  an 
employee  of  the  domestic  parent  corporation. 

Paragraph  (1)  of  section  407(a)  provides  that  for  purposes  of  apply¬ 
ing  part  I  of  subchapter  D  of  chapter  1  of  the  code,  with  respect  to  a 
qualified  plan  described  in  either  section  401(a),  403(a),  or  405(a),  of 
a  domestic  parent  corporation,  an  individual  who  is  a  citizen  of  the 
United  States  and  an  employee  of  a  domestic  subsidiary  (as  defined 
in  par.  (2)  of  sec.  407(a))  of  a  domestic  parent  corporation  shall  be 
treated  as  an  employee  of  the  domestic  parent  corporation  if  two  re¬ 
quirements  are  satisfied.  The  first  of  these  requirements  is  that  the 
plan  of  the  domestic  parent  corporation  must  expressly  provide  cover¬ 
age  for  U.S. -citizen  employees  of  every  domestic  subsidiary  (as  defined 
in  par.  (2)  of  sec.  407(a)).  The  second  requirement  is  that  contribu¬ 
tions  must  not  be  provided  for  the  employee  by  any  other  person 
under  a  funded  plan  of  deferred  compensation  (whether  or  not  such 
plan  is  a  qualified  plan). 

Paragraph  (2)  of  the  new  section  407  (a)  provides  certain  definitions 
for  purposes  of  section  407.  Paragraph  (2)  (A)  of  section  407(a) 
defines  the  term  “domestic  subsidiary”  for  purposes  of  section  407. 
Such  paragraph  (2)  (A)  sets  forth  three  requirements  which  must  be 
satisfied  in  order  for  a  domestic  corporation  to  be  classified  as  a 
“domestic  subsidiary”.  First,  the  domestic  parent  corporation  must 
own  80  percent  or  more  of  the  outstanding  voting  stock  of  the  subsidi¬ 
ary  corporation.  Second,  95  percent  or  more  of  the  subsidiary  corpo¬ 
ration’s  gross  income  for  the  3-year  period  immediately  preceding  the 
close  of  the  taxable  year  of  such  subsidiary  which  ends  on  or  before 
the  close  of  the  taxable  year  of  the  domestic  parent  corporation 
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(or  for  such  part  of  such  period  during  which  the  corporation  was 
in  existence)  must  be  derived  from  sources  without  the  United  States. 
The  third  requirement  is  that  90  percent  or  more  of  the  subsidiary 
corporation’s  gross  income  for  such  period  (or  such  part)  must  be 
derived  from  the  active  conduct  of  a  trade  or  business. 

Paragraph  (2 KB)  of  section  407(a)  defines  the  term  “domestic 
parent  corporation”  for  purposes  of  section  407.  A  domestic  parent 
corporation  for  purposes  of  such  section  is  the  domestic  corporation 
which  owns  80  percent  or  more  of  the  outstanding  voting  stock  of  a 
domestic  subsidiary  (as  defined  in  paragraph  (2) (A)). 

( b )  Special  rules  j or  application  oj  section  401(a). — The  new  section 
407(b)  provides  special  rules  for  the  application  of  section  401(a). 
The  rules  are  substantially  the  same  as  those  prescribed  in  the  new 
section  406  (b)(1)  and  (2) (A),  except  that  the  provisions  of  section 
407 (b)  relate  to  individuals  who  are  employees  within  the  meaning  of 
section  407(a). 

(c)  Termination  of  status  as  deemed  employee  not  to  be  treated  as 
separation  from  service  for  purposes  of  capital  gains  provisions. — The 
new  section  407(c)  relates  to  certain  occasions  when  the  termination 
of  the  status  as  an  employee  within  the  meaning  of  section  407  shall 
not  be  treated  as  separation  from  service  for  purposes  of  sections 
402(a)(2)  and  403(a)(2)  of  the  code.  The  new  section  407(c)  provides 
that  an  individual  who  is  an  employee  of  a  domestic  subsidiary  but 
who  is  treated  as  an  employee  of  a  domestic  parent  corporation  under 
the  new  section  407(a)  shall  not  be  considered  as  separated  from  the 
service  of  the  domestic  parent  corporation  solely  by  reason  of  the 
fact  that— 

(1)  the  domestic  subsidiary  ceases,  for  any  taxable  year,  to  be 
a  subsidiary  within  the  meaning  of  section  407(a)(2)(A); 

(2)  such  individual  ceases  to  be  an  employee  of  a  domestic 
subsidiary  corporation  and  becomes  an  employee  of  another 
corporation  controlled  by  the  domestic  parent  corporation;  or 

(3)  the  plan  no  longer  contains  the  provision  described  in 
section  407(a)(1)(A). 

(d)  Deductibility  of  contributions. — The  new  section  407(d)  provides 
rules  relating  to  the  deductibility  of  contributions  made  on  behalf  of 
an  individual  who  is  an  employee  within  the  meaning  of  section  407(a). 
These  rules  are  substantially  the  same  as  the  rules  in  the  new  section 
406(d),  except  that  the  provisions  of  section  407  relate  to  contributions 
on  behalf  of  employees  of  domestic  subsidiaries. 

(e)  Treatment  as  employee  under  related  provisions. — The  substantive 
provisions  of  the  new  section  407(e)  are  the  same  as  the  new  section 
406(e),  except  that  the  provisions  of  section  407  relate  to  the  tax 
treatment  of  employees  of  domestic  subsidiaries. 

Technical  amendments 

Subsection  (c)  of  the  new  section  added  to  the  bill  makes  a  conform¬ 
ing  change  in  a  table  of  sections  and  amends  section  3121(a)(5)  of  the 
code  (relating  to  definition  of  wages)  and  section  209(e)  of  the  Social 
Security  Act  (relating  to  definition  of  wages)  to  conform  these  defini¬ 
tions  to  the  Internal  Revenue  Code  of  1954,  as  amended  by  the  Self- 
Employed  Individuals  Tax  Retirement  Act  of  1962. 
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Effective  date 

Subsection  (d)  of  the  new  section  added  to  the  bill  provides  that  the 
new  sections  406  and  407  added  to  the  code  shall  apply  with  respect  to 
taxable  years  ending  after  December  31,  1963.  The  technical  amend¬ 
ments  relating  to  the  definitions  of  wages  are  to  apply  to  remuneration 
paid  after  December  31,  1962. 

The  House  recedes  with  a  clerical  amendment  and  a  technical 
amendment. 

EMPLOYEE  STOCK  OPTIONS  AND  PURCHASE  PLANS 

Amendments  Nos.  64,  66,  67,  71,  74,  76,  81,. 82,  83,  84,  85,  86,  87, 
and  88:  The  bill  as  passed  both  by  the  House  and  the  Senate  revises 
part  II  of  subchapter  D  of  chapter  1  of  the  code  (relating  to  certain 
stock  options).  Under  the  bill  as  passed  by  the  House,  the  revised 
part  II  was  to  apply  to  taxable  years  ending  after  June  11,  1963,  and 
the  determination  as  to  whether  an  option  is  a  qualified  stock  option, 
a  restricted  stock  option,  or  an  option  granted  under  an  employee 
stock  purchase  plan  was  (in  general)  to  be  based  in  part  on  whether 
the  option  was  granted  after  June  11,  1963,  or  before  June  12,  1963. 
These  amendments  change  the  June  11,  1963,  and  June  12,  1963, 
dates  to  December  31,  1963,  and  January  1,  1964,  respectively. 

The  House  recedes  on  these  amendments. 

Amendment  No.  95:  This  amendment  adds  a  special  rule  for 
determining  whether  options  granted  during  the  calendar  year  1964 
are  (or  may  be  changed  during  such  year  to  become)  qualified  stock 
options.  In  the  case  of  such  an  option,  the  requirements  of  para¬ 
graphs  (1)  and  (2)  of  section  422(b)  of  the  code  (as  added  by  the  bill) 
are  not  to  apply,  and  paragraph  (1)  of  section  425(h)  of  the  code  i^ 
not  to  apply  to  any  change  in  the  terms  of  the  option  made  before 
January  1,  1965,  to  permit  such  option  to  qualify  under  paragraphs 
(3),  (4),  and  (5)  of  section  422(b).  Paragraphs  (1)  and  (2)  of  section 
422(b)  require  a  qualified  stock  option  (1)  to  be  granted  pursuant  to 
a  plan  which  is  approved  by  the  stockholders  and  which  includes 
the  aggregate  number  of  shares  which  may  be  issued  under  options, 
and  the  employees  (or  class  of  employees)  eligible  to  receive  options; 
and  (2)  to  be  granted  within  10  years  from  the  date  the  plan  is  adopted, 
or  the  date  approved  by  the  stockholders,  whichever  is  earlier.  Para¬ 
graph  (1)  of  section  425(h)  provides  that,  for  purposes  of  part  II  of 
subchapter  D  of  chapter  1,  if  the  terms  of  any  option  to  purchase 
stock  are  modified,  extended,  or  renewed,  such  modification,  extension, 
or  renewal  is  to  be  considered  as  the  granting  of  a  new  option. 

The  House  recedes. 

Amendment  No.  70:  Under  the  bill  as  passed  both  by  the  House 
and  Senate,  section  422(b)(5)  of  the  code  provides  (in  general)  that 
an  option  may  not  be  a  qualified  stock  option  unless  such  option  by 
its  terms  is  not  exercisable  while  there  is  outstanding  a  prior  qualified 
(or  restricted)  stock  option  issued  to  the  individual  to  purchase  stock 
in  the  employer  corporation  (or  certain  other  corporations).  Under 
this  Senate  amendment,  section  422(b)(5)  is  not  to  apply  if  (1)  the 
new  option  and  all  outstanding  qualified  (or  restricted)  stock  options 
referred  to  in  section  422(b)(5)  are  to  purchase  stock  of  the  same 
class  in  the  same  corporation,  and  (2)  the  price  payable  under  each 
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such  outstanding  option  (as  of  the  date  oi  the  grant  of  the  new  option) 
is  not  more  than  the  option  price  of  the  new  option. 

The  House  recedes  with  a  technical  amendment. 

Amendment  No.  91:  Under  the  bill  as  passed  both  by  the  House 
and  the  benate,  section  425(h)(3)  of  the  code  defines  the  term  “modi¬ 
fication”  to  mean  (subject  to  certain  exceptions)  any  change  in  the 
terms  of  the  option  which  gives  the  employee  additional  benefits 
under  the  option.  Under  this  amendment,  in  the  case  of  an  option 
not  immediately  exercisable  in  full,  the  term  “modification”  is  not  to 
include  a  change  in  the  terms  of  the  option  to  accelerate  the  time  at 
which  the  option  may  be  exercised. 

The  House  recedes. 

The  attention  of  the  conferees  was  called  to  a  statement  in  the 
report  on  this  bill  of  the  Senate  Committee  on  Finance  to  the  effect 
that  the  use  of  a  general  term  such  as  “key  employees”  is  not  a  suffi¬ 
cient  description  of  those  eligible  to  receive  options.  The  conferees, 
after  having  considered  the  matter,  have  concluded  that  the  use  of 
the  term  “key  employees”  should  be  considered  a  sufficient  description 
of  the  class  of  employees  from  among  whom  a  board  of  directors  or 
any  other  executive  committee  of  a  corporation  may  select  those  to 
whom  stock  options  may  be  granted. 

The  bill  provides  that  a  qualified  stock  option  plan  must  be  approved 
by  stockholders  within  a  12-month  period  before  or  after  its  adoption 
and  must  provide  the  aggregate  number  of  shares  which  may  be  issued 
under  options  and  the  employees  (or  class  of  employees)  eligible  to 
receive  such  options.  It  is  intended  that  the  remaining  requirements 
relating  to  the  terms  of  options  granted  under  the  new  provisions 
may  be  met  in  such  options.  Inconsistencies  between  the  plan 
and  the  options  should,  of  course,  be  removed  but  a  modification 
by  the  board  of  directors  (or  other  executive  committee  of  the  corpo¬ 
ration),  under  a  power,  expressed  or  implied,  of  the  board  (or  com¬ 
mittee)  to  modify  the  plan  to  conform  with  the  requirements  of 
law,  will  be  sufficient.  The  granting  period  for  qualified  stock 
options  under  these  circumstances  will  not  be  affected  by  such 
modifications. 

INSTALLMENT  SALES  BY  DEALERS  IN  PERSONAL  PROPERTY 

Amendment  No.  96:  This  amendment  adds  a  new  section  to  the  bill 
amending  section  453(a)  of  the  code  (relating  to  reporting  of  income  by 
dealers  in  personal  property  from  sales  on  the  installment  plan). 
Under  the  amendment  the  existing  provisions  of  section  453(a)  are 
continued  in  the  new  paragraph  (1)  and  new  paragraphs  (2)  and  (3) 
are  added. 

The  new  paragraph  (2)  provides  that  for  purposes  of  paragraph  (1), 
the  term  “installment  plan”  includes  any  plan  which  provides  for  the 
payment  by  the  purchaser  for  the  personal  property  sold  to  him  in  a 
series  of  periodic  installments  of  an  agreed  part  or  installment  of  the 
debt  due  the  seller. 

The  new  paragraph  (3)  provides  that  for  purposes  of  paragraph  (1), 
the  term  “total  contract  price”  includes  all  charges  relative  to  the  sale 
of  the  personal  property,  including  the  time  price  differential  which 
represents  the  amount  paid  or  payable  for  the  privilege  of  purchasing 
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the  personal  property  to  be  paid  for  by  the  purchaser  in  installments 
over  a  period  of  time. 

The  amendment  to  section  453(a)  is  to  apply  to  taxable  years  be¬ 
ginning  after  December  31,  1963. 

The  House  recedes  with  an  amendment.  Under  the  conference 
agreement,  a  new  subsection  (e)  is  added  to  section  453.  New  section 
453(e)  provides  that,  for  purposes  of  section  453(a)  of  the  code 
(which  in  effect  allows  a  dealer  in  personal  property  to  return  on 
the  installment  basis  income  from  sales  of  personal  property  on  the 
installment  plan),  the  term  “installment  plan”  includes  a  revolving 
credit  type  plan  which  provides  that  the  purchaser  of  personal  prop¬ 
erty  at  retail  may  pay  for  such  property  in  a  series  of  periodic  pay¬ 
ments  of  an  agreed  portion  of  the  amounts  due  the  dealer  under  the 
plan,  except  that  such  term  does  not  include  any  such  plan  with 
respect  to  a  purchaser  who  uses  his  account  primarily  as  an  ordinary 
charge  account.  The  new  section  453(e)  is  to  apply  in  respect  of 
sales  made  during  taxable  years  beginning  after  December  31,  1963. 

TIMING  OF  DEDUCTIONS  AND  CREDITS  IN  CERTAIN  CASES  WHERE  ASSERTED 

LIABILITIES  ARE  CONTESTED 

Amendment  No.  97:  This  amendment  adds  a  new  section  to  the 
bill,  relating  to  the  timing  of  deductions  and  credits  in  certain  cases 
where  asserted  liabilities  are  contested. 

(a)  Taxable  year  of  deduction  or  credit. — Subsection  (a)  of  the  new 
section  amends  section  461  of  the  1954  code  (relating  to  general  rule 
for  taxable  year  of  deduction)  and  section  43  of  the  1939  code  (relating 
to  period  for  which  deductions  and  credits  taken)  to  provide  that  if — 

(1)  the  taxpayer  contests  an  asserted  liability; 

(2)  the  taxpayer  transfers  money  or  other  property  to  provide 
for  the  satisfaction  of  the  asserted  liability; 

(3)  the  contest  with  respect  to  the  asserted  liability  exists 
after  the  time  of  the  transfer;  and 

(4)  but  for  the  fact  that  the  asserted  liability  is  contested,  a 
deduction  or  credit  would  be  allowed  for  the  taxable  year  of  the 
transfer  (or  for  an  earlier  taxable  year) ; 

then  the  deduction  or  credit  shall  be  allowed  for  the  taxable  year  of  the 
transfer. 

(fi)  Effective  dates. — Subsection  (b)  of  the  new  section  provides  that 
except  as  provided  by  subsections  (c)  and  (d)  of  the  new  section,  the 
amendment  to  the  1954  code  is  to  apply  to  taxable  years  to  which  the 
1954  code  applies  and  the  amendment  to  the  1939  code  is  to  apply  to 
taxable  years  to  which  the  1939  code  applies. 

(c)  Election  as  to  transfers  in  taxable  years  beyinning  before  January 
E  Paragraph  (1)  of  subsection  (c)  of  the  new  section  added  to 

the  bill  provides  that  the  amendments  made  to  section  461  of  the  1954 
code  and  section  43  of  the  1939  code  by  subsection  (a)  shall  not  apply 
to  any  transfer  of  money  or  other  property  described  in  subsection  (a) 
made  in  a  taxable  year  beginning  before  January  1,  1964,  if  the  tax¬ 
payer  elects,  in  the  manner  provided  by  regulations  prescribed  by  the 
Secretary  of  the  Treasury  or  his  delegate,  to  have  such  paragraph  (1) 
apply.  Such  an  election  (1)  must  be  made  within  1  year  after  the  date 
ol  enactment  ol  the  bill,  (2)  may  not  be  revoked  after  the  expiration 
o*  such  1-year  period,  and  (3)  shall  apply  to  all  transfers  of  money  or 
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other  property  described  in  subsection  (a)  made  in  a  taxable  year 
beginning  before  January  1,  1984  (other  than  transfers  described  in 
par.  (2)  of  subsec.  (c)) .  In  the  case  of  any  transfer  to  which  paragraph 

(1)  applies,  the  deduction  or  credit  shall  be  allowed  only  for  the  taxable 
year  in  which  the  contest  with  respect  to  such  transfer  is  settled. 

Paragraph  (2)  of  subsection  (c)  provides  that  paragraph  (1)  of 
subsection  (c)  shall  not  apply  to  any  transfer  if  the  assessment  of  any 
deficiency  which  would  result  from  the  application  of  the  election  in 
respect  of  such  transfer  is,  on  the  date  of  the  election  under  such  para¬ 
graph  (1),  prevented  by  the  operation  of  any  law  or  rule  of  law. 

Paragraph  (3)  of  subsection  (c)  provides  that  if  the  taxpayer  makes 
an  election  under  paragraph’(l)  of  subsection  (c),  and  if,  on  the  date 
of  such  election,  the  assessment  of  any  deficiency  which  results  from 
the  application  of  the  election  in  respect  of  any  transfer  is  not  pre¬ 
vented  by  the  operation  of  any  law  or  rule  of  law,  the  period  within 
which  assessment  of  such  deficiency  may  be  made  shall  not  expire 
earlier  than  2  years  after  the  date  of  enactment  of  the  bill. 

(d)  Certain  other  transfers  in  taxable  years  beginning  before  January  1, 
1964 •  Subsection  (d)  of  the  new  section  added  to  the  bill  provides 
that  the  amendments  made  to  section  461  of  the  1954  code  and  section 
43  of  the  1939  code  by  paragraphs  (1)  and  (2),  respectively,  of  sub¬ 
section  (a)  shall  not  apply  to  any  transfer  of  money  or  other  property 
described  in  subsection  (a)  made  in  a  taxable  year  beginning  before 
January  1,  1964,  if  (1)  no  deduction  or  credit  has  been  allowed  in 
respect  of  such  transfer  for  any  taxable  year  before  the  taxable  year 
in  which  the  contest  with  respect  to  such  transfer  is  settled,  and 

(2)  refund  or  credit  of  any  overpayment  which  would  result  from  the 
application  of  such  amendments  to  such  transfer  is  prevented  by  the 
operation  of  any  law  or  rule  of  law.  In  the  case  of  any  transfer  to 
which  subsection  (d)  applies,  the  deduction  or  credit  shall  be  allowed 
for  the  taxable  year  in  which  the  contest  with  respect  to  such  transfer 
is  settled. 

The  House  recedes  with  amendments.  Under  the  conference  agree¬ 
ment,  the  amendments  to  section  461  of  the  1954  code  (relating  to 
general  rule  for  taxable  year  of  deduction)  and  section  43  of  the  1939 
code  (relating  to  period  for  which  deductions  and  credits  taken)  do 
not  apply  in  respect  of  any  credit  against  tax,  and  do  not  apply  in 
respect  of  the  deduction  for  income,  war  profits,  and  excess  profits 
taxes  imposed  b}r  the  authority  of  any  foreign  country  or  possession 
of  the  United  States. 

It  is  the  understanding  of  the  conferees  that  the  new  provisions 
relating  to  the  timing  of  deductions  in  certain  cases  where  asserted 
liabilities  are  contested  do  not  affect  the  taxable  year  in  which  the 
taxpayer  may  deduct  items  of  a  nature  which  are  properly  accruable 
in  a  year  before  the  year  of  payment. 

INTEREST  ON  CERTAIN  DEFERRED  PAYMENTS 

Amendment  No.  99:  Subsection  (c)  of  section  215  of  the  bill  as 
passed  by  the  House  amended  section  163(b)  of  the  code  to  provide 
that  if  personal  services  are  purchased  under  a  contract  providing 
for  installment  payments  of  part  or  all  of  the  purchase  price  and  if 
the  contract  provides  for  carrying  charges  but  the  portion  thereof 
which  constitutes  interest  cannot  be  ascertained,  then  the  payments 
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under  the  contract  are  treated,  for  purposes  of  the  interest  deduction, 
as  if  they  included  interest  equal  to  6  percent  of  the  average  unpaid 
balance.  Senate  amendment  No.  99  strikes  this  provision  from  the 
bill. 

The  House  recedes  with  an  amendment.  Under  the  conference 
agreement,  this  provision  is  restored  to  the  bill  but  is  made  applicable 
only  with  respect  to  educational  services.  For  this  purpose,  the  term 
“educational  services”  is  defined  as  meaning  any  service  (including 
lodging)  which  is  purchased  from  an  educational  institution  (as 
defined  in  section  151(e)(4)  of  the  code)  and  which  is  provided  for  a 
student  of  such  institution. 

Amendment  No.  100:  Under  the  bill  as  passed  by  the  House  the 
new  provisions  relating  to  the  treatment  of  interest  on  certain  deferred 
payments  (subsec.  (a)  of  this  section  of  the  bill)  were  to  apply  to 
payments  made  after  December  31,  1963,  on  account  of  sales  or  ex¬ 
changes  of  property  occurring  after  June  30,  1963.  Senate  amend¬ 
ment  No.  100  provides,  in  addition,  that  the  new  provisions  will  not 
apply  to  a  sale  or  exchange  made  pursuant  to  a  binding  written 
contract  (including  an  irrevocable  written  option)  entered  into  before 
July  1,  1963. 

The  House  recedes  with  an  amendment  providing  that  the  amend¬ 
ments  made  to  section  163(b)(1)  of  the  code  with  respect  to  certain 
payments  for  educational  services  are  to  apply  to  payments  made 
during  taxable  years  beginning  after  December  31,  1963. 

PERSONAL  HOLDING  COMPANIES 

Amendments  Nos.  102,  105,  106,  and  107: 

Excluded  lending  and  finance -  companies. — Under  the  bill  as  passea 
by  the  House,  a  lending  or  finance  company  was  excluded  from  the 
definition  of  a  personal  holding  company  if  it  met  four  requirements: 
(1)  At  least  60  percent  of  its  ordinary  gross  income  must  be  derived 
directly  from  the  active  and  regular  conduct  of  a  lending  or  finance 
business  ;  (2)  its  personal  holding  company  income  (computed  without 
regard  to  income  qualifying  under  the  60-percent  test;  computed  by 
including  as  personal  holding  company  income  the  entire  amount  of 
the  gross  income  from  rents,  royalties,  produced  film  rents,  and 
compensation  for  the  use  of  corporate  property  by  shareholders;  and 
computed  without  regard  to  certain  income  from  domestic  subsidiaries 
described  in  sec.  542(d)(3)  of  the  code),  plus  the  interest  described  in 
section  543(b)(2)(C)  of  the  code,  must  not  exceed  20  percent  of  the 
ordinary  gross  income;  (3)  business  deductions  directly  allocable  to  the 
active  and  regular  conduct  of  its  lending  or  finance  business  must 
equal  or  exceed  the  sum  of  15  percent  of  its  ordinary  gross  income  up 
to  $500,000  plus  5  percent  of  its  ordinary  gross  income  between 
$500,000  and  $1 ,000,000 ;  and  (4)  loans  to  substantial  shareholders 
must  not  exceed  $5,000  in  principal  amount.  Senate  amendment  No. 
102  deletes  the  provision  that  interest  described  in  section  543(b)  (2)  (C) 
be  included  with  the  corporation’s  personal  holding  company  income 
m  applying  the  20-percent-of-ordinary-gross-income  test  of  section 
54^(c)(6)(B)  which  is  described  in  clause  (2)  of  the  preceding  sentence. 

ihe  House  recedes  on  Senate  Amendment  No.  102. 

Under  the  bill  as  passed  by  the  House,  section  542(d)(1)(A)  of  the 
code  defined  a  lending  or  finance  business,  generally,  as  a  business  of 
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making  loans,  or  purchasing  or  discounting  accounts  receivable,  notes, 
or  installment  obligations.  Senate  amendment  No.  105  amends  the 
definition  of  a  lending  or  finance  business  in  section  542(d)(1)  to 
include  therein  the  business  of  rendering  services  or  making  facilities 
available  to  another  member  of  the  same  affiliated  group  (as  defined 
in  sec.  1504)  which  is  also  in  the  lending  or  finance  business.  The 
House  recedes  with  an  amendment  to  Senate  amendment  No.  105. 
Under  the  conference  agreement,  the  definition*  of  a  lending  or  finance 
business  in  section  542(d)(1)  includes  (1)  rendering  services  or  making 
facilities  available  in  connection  with  the  activities  of  making  loans, 
or  purchasing  or  discounting  accounts  receivable,  notes,  or  installment 
obligations  where  such  activities  are  carried  on  by  the  corporation 
rendering  the  services  or  making  the  facilities  available,  and  (2) 
rendering  services  or  making  facilities  available  to  another  corporation 
which  is  a  member  of  the  same  affiliated  group  and  is  engaged  in  the 
lending  or  finance  business,  if  such  services  or  facilities  are  related  to 
the  lending  or  finance  business  of  such  other  corporation. 

Under  the  bill  as  passed  by  the  House,  section  542(d)(l)(B)(i)  pro¬ 
vided  that  the  term  “lending  or  finance  business”  does  not  include 
the  business  of  making  loans,  or  purchasing  or  discounting  notes  or 
installment  obligations,  if  the  remaining  maturity  exceeds  60  months. 
Senate  amendment  No.  106  excepts  from  this  exclusion  loans,  notes, 
and  installment  obligations  evidenced  or  secured  by  contracts  of  con¬ 
ditional  sale,  chattel  mortgages,  or  lease  agreements,  arising  out  of 
the  sale  of  goods  or  services  in  the  course  of  the  transferor’s  or  bor¬ 
rower’s  trade  or  business.  The  House  recedes  with  a  clarifying 
amendment. 

Under  the  bill  as  passed  by  the  House,  section  542(d)(3)  of  the 
code  provided  that  the  lawful  income  received  by  a  lending  company 
which  is  in  the  small  loan  business  (consumer  finance  business)  from 
domestic  subsidiary  corporations  which  are  themselves  excepted  from 
the  definition  of  a  personal  holding  company  under  section  542(c)(6) 
is  not  included  for  purposes  of  the  20-percent-of-ordinary-gross- 
income  test  of  section  542(c)(6)(B).  Senate  amendment  No.  107 
changes  this  provision  in  two  respects.  First,  the  corporation  receiv¬ 
ing  such  income  may  be  any  lending  or  finance  company  which  meets 
the  60-percent  requirement  of  section  542(c)(6)(A).  It  does  not 
have  to  meet  the  requirement  of  being  in  the  small  loan  (consumer 
finance)  business.  Second,  the  payor  corporation  may  be  any  member 
of  the  same  affiliated  group  (as  defined  in  sec.  1504  of  the  code)  as 
the  corporation  receiving  such  income.  Thus,  the  corporation  re¬ 
ceiving  such  income  is  not  required  to  be  the  parent  corporation  of  the 
payor  corporation.  However,  the  payor  corporation  must  still  meet 
the  requirements  of  section  542(c)(6).  The  House  recedes. 

Amendments  Nos.  108,  109,  and  111: 

Personal  holding  company  income. — Subsection  (d)  of  this  section 
of  the  bill  amends  section  543(a)  of  the  code  (relating  to  personal 
holding  company  income).  It  also  amends  section  543(b)  to  provide 
definitions  of  the  new  terms  “ordinary  gross  income,”  “adjusted 
ordinary  gross  income,”  “adjusted  income  from  rents,”  and  “adjusted 
income  from  mineral,  oil,  and  gas  royalties.”  Subsections  (a)  and  (b) 
of  section  543  are  the  same  under  the  bill  as  passed  by  the  House  and 
under  the  Senate  amendments  except  for  changes  in  section  543(a)(2) 
(relating  to  rents),  section  543(b)(2)(A)  (relating  to  required  adjust- 
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ments  in  the  amount  of  gross  income  from  rents  includible  in  adjusted 
ordinary  gross  income),  and  section  543(b)(4)  (defining  “adjusted 
income  from  mineral,  oil,  and  gas  royalties”). 

Rents. — Senate  amendment  No.  108  modifies  the  10-percent  test  in 
section  543(a)(2)(B)  in  the  bill  as  passed  by  the  House  to  provide 
that  adjusted  income  from  rents  which  meets  the  50-percent  require¬ 
ment  of  section  543(a)(2)(A)  shall  not  be  treated  as  personal  holding 
company  income  if  the  sum  of  the  consent  dividends  (determined 
under  sec.  565)  and  the  dividends  paid  or  considered  as  paid  (deter¬ 
mined  under  secs.  562  and  563)  during  the  taxable  year  by  the  corpo¬ 
ration  to  its  shareholders  equals  or  exceeds  the  amount,  if  any,  by 
which  the  corporation’s  personal  holding  company  income  for  the 
taxable  year  (computed  without  regard  to  such  rents  and  compensation 
for  the  use  of  the  corporation’s  property  by  its  shareholders,  and 
computed  by  treating  .copyright  royalties  and  adjusted  income  from 
mineral,  oil,  and  gas  royalties  as  personal  holding  company  income) 
exceeds  10  percent  of  the  ordinary  gross  income  as  defined  in  section 
543(b)(1).  The  effect  of  this  modification  in  the  10-percent  test 
applicable  to  rents  is  that  this  test  shall  be  deemed  to  be  met  if  the 
shareholders  are  required  to  include  in  their  income  as  dividends  an 
amount  which  is  at  least  equal  to  the  corporation’s  other  personal 
holding  company  income  which  is  in  excess  of  10  percent  of  total 
ordinary  gross  income.  The  House  recedes. 

Adjustment  to  rents  included  in  adjusted  ordinary  gross  income. — 
The  bill  as  passed  by  the  House  defines,  in  paragraph  (2)  of  section 
543(b)  of  the  code,  the  term  “adjusted  ordinary  gross  income”  as 
the  ordinary  gross  income  adjusted  as  provided  in  subparagraphs 
(A),  (B),  and  (C)  of  such  paragraph.  Senate  amendment  No.  109 
amends  subparagraph  (A)  (i)  of  section  543(b)(2)  to  provide  that  the 
gross  income  from  rents  derived  from  leases  of  tangible  personal 
property  which  is  not  customarily  retained  by  any  one  lessee  for  a 
period  of  more  than  3  years  shall  not  be  reduced  by  allowable  deduc¬ 
tions  for  exhaustion,  wear  and  tear,  obsolescence,  and  amortization 
of  such  property.  The  House  recedes. 

Adjusted  income  from  mineral ,  oil,  and  gas  royalties. — Senate  amend¬ 
ment  No.  Ill  amends  section  543(b)(4)  of  the  code  to  specifically 
include  production  payments  and  overriding  royalties  as  mineral, 
oil,  and  gas  royalties  for  purposes  of  classification  as  personal  holding 
company  income  under  section  543(a).  The  House  recedes. 

Amendments  Nos.  114,  116,  117,  119,  124,  129,  and  131: 

One-month  liquidations .— The  bill  as  passed  by  the  House  added  a 
new  subsection  (g)  to  section  333  of  the  code  to  provide  a  special  rule 
for  1 -month  liquidations  of  certain  corporations.  Senate  amend¬ 
ment  No.  114  amends  paragraph  (1)  of  section  333(g)  to  provide  that 
it  shall  be  applicable  to  corporate  liquidations  occurring  before 
January  1,  1967  (instead  of  January  1,  1966,  as  in  the  bill  as  passed 
by  the  House).  Senate  amendments  Nos.  116  and  117  provide 
that  the  capital  gain  treatment  under  section  333(g)(1)(B)  shall  not 
apply  certain  earnings  and  profits  to  which  the  corporation  succeeds 
after  December  31,  1963  (instead  of  August  1,  1963).  Senate  amend¬ 
ments  Nos.  119  and  124  amend  paragraph  (2)  of  section  333(g)  to 
provide  that  it  shall  be  applicable  to  liquidations  occurring  after 
December  31,  1966  (instead  of  December  31,  1965),  of  corporations 
which  owe  qualified  indebtedness  (as  defined  in  sec.  545(c))  on 
January  1,  1964  (instead  of  on  August  1,  1963).  The  House  recedes. 
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Senate  amendment  No.  129  amends  paragraph  (3)  of  section  333(g), 
which  describes  the  corporations  to  which  paragraphs  (1)  and  (2)  of 
section  333(g)  may  apply,  to  provide  that  such  a  corporation  is  one 
which  was  not  a  personal  holding  company  under  section  542  of  exist¬ 
ing  law  for  at  least  1  of  its  2  most  recent  taxable  years  ending 
before  December  31,  1963  (instead  of  the  date  of  the  enactment  of 
the  bill)  but  which  would  have  been  a  personal  holding  company 
under  section  542  for  such  taxable  year  if  the  law  applicable  for  the 
first  taxable  year  beginning  after  December  31,  1963,  had  been 
applicable  to  such  preceding  taxable  year.  The  Senate  recedes. 

Senate  amendment  No.  131  adds  a  new  paragraph  (4)  to  section 
333(g)  providing  that  if  an  election  is  made  under  section  333  by  a 
qualified  electing  shareholder  (as  defined  in  sec.  333(c))  of  a  corpora¬ 
tion  and  the  shareholder  states  in  such  election  that  it  is  made  on  the 
assumption  that  the  corporation  is  a  corporation  referred  to  in  para¬ 
graph  (3)  of  section  333(g),  the  election  under  section  333  shall  have 
no  force  or  effect  if  it  is  determined  that  the  corporation  is  not  a 
corporation  referred  to  in  section  333(g)(3).  The  House  recedes. 

Amendments  Nos.  132,  133,  137,  and  139: 

Deduction  jor  amortization  of  indebtedness. — The  bill  as  passed  by 
the  Huase  added  a  new  subsection  (c)  to  section  545  of  the  code  which 
provides  that,  under  certain  circumstances,  there  shall  be  allowed 
as  a  deduction  (in  computing  undistributed  personal  holding  company 
income)  amounts  used,  or  amounts  irrevocably  set  aside,  to  pay  or 
retire  qualified  indebtedness.  Senate  amendment  No.  133  amends 
proposed  section  545(c)(3)  to  provide  that  the  term  “qualified  in¬ 
debtedness”  includes  outstanding  indebtedness  incurred  by  the  tax¬ 
payer  before  January  1,  1964  (instead  of  before  August  1,  1963,  as 
in  the  bill  as  passed  by  the  House).  The  House  recedes. 

Senate  amendments  Nos.  137  and  139  amend  proposed  paragraphs 
(5)  and  (6)  of  section  545(c)  to  provide  that  allowable  deductions 
for  depletion  shall  be  taken  into  account  to  reduce  the  deduction 
allowed  by  section  545(c)  and  to  reduce  the  qualified  indebtedness 
under  certain  circumstances.  The  House  recedes. 

Senate  amendment  No.  132  amends  proposed  paragraph  (2) (A)  of 
section  545(c),  which  describes  a  category  of  corporations  to  which 
paragraph  (1)  of  section  545(c)  may  apply,  to  provide  that  such  a 
corporation  is  one  which  was  not  a  personal  holding  company  under 
section  542  of  existing  law  for  at  least  one  of  its  two  most  recent  tax¬ 
able  years  ending  before  December  31,  1963  (instead  of  the  date  of 
the  enactment  of  the  bill,  as  in  the  bill  as  passed  by  the  House)  but 
which  would  have  been  a  personal  holding  company  under  section 
542  for  such  taxable  year  if  the  law  applicable  for  the  first  taxable 
year  beginning  after  December  31,  1963,  had  been  applicable  to  such 
preceding  taxable  year.  The  Senate  recedes. 

Amendment  No.  141: 

Increase  in  basis  with  respect  to  certain  foreign  personal  holding  com¬ 
pany  stock  or  securities. — Subsection  (j)  of  section  216  of  the  bill  as 
passed  by  the  House  amended  the  code  to  provide  for  an  increase  in 
basis  with  respect  to  certain  foreign  personal  holding  company  hold¬ 
ings.  Such  subsection  (j)  also  contained  provisions  relating  to  the 
liquidation  of  certain  foreign  personal  holding  companies.  Senate 
amendment  No.  141  strikes  out  this  subsection. 

Under  the  conference  agreement,  the  provisions  of  subsection  (j) 
relating  to  an  increase  in  basis  with  respect  to  certain  foreign  personal 
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holding  company  holdings  are  restored  to  the  bill  (with  modifications) 
and  the  provisions  relating  to  liquidation  of  foreign  personal  holding 
companies  are  omitted.  Paragraph  (1)  of  subsection  (j)  redesignates 
section  1022  of  the  code  as  section  1023  and  inserts  a  new  section  1022 
(relating  to  increase  in  basis  with  respect  to  certain  foreign  personal 
holding  company  stock  or  securities). 

Section  1014(b)(5)  of  the  code  provides  that  the  basis  of  a  share  of 
stock  or  of  a  security  in  a  foreign  personal  holding  company,  in  the 
hands  of  a  person  acquiring  it  from  a  decedent  by  bequest,  devise,  or 
inheritance,  or  acquired  by  the  decedent’s  estate  from  the  decedent,  is 
the  lower  of  the  fair  market  value  of  such  share  or  security  at  the  date 
of  the  decedent’s  death  or  the  basis  in  the  hands  of  the  decedent.  The 
new  section  1022(a)  provides  that  the  basis  determined  under  section 
1014(b)(5)  of  a  share  of  stock  or  a  security,  acquired  from  a  decedent 
dying  after  December  31,  1963,  of  a  corporation  which  was  a  foreign 
personal  holding  company  for  its  most  recent  taxable  year  ending 
before  the  date  of  the  decedent’s  death  is  to  be  increased  by  such 
share’s  or  security’s  proportionate  share  of  any  Federal  estate  tax 
attributable  to  the  net  appreciation  in  value  of  all  of  such  shares  and 
securities. 

The  new  section  1022(b)  provides  that  a  share’s  or  security’s  pro¬ 
portionate  share  of  the  tax  referred  to  in  section  1022(a)  is  an  amount 
which  bears  the  same  ratio  to  the  amount  of  tax  determined  under 
section  1022(c)(2)  as  the  appreciation  in  value  of  the  share  or  security 
bears  to  the  aggregate  appreciation  in  value  of  all  such  shares  and 
securities  having  appreciation  in  value. 

The  new  section  1022(c)  provides  special  rules  and  definitions  to  be 
used  in  determining  the  increase  in  basis  provided  in  section  1022(a) 

Paragraph  (1)  of  section  1022(c)  defines  the  term  “Federal  estate 
tax”  to  mean  the  tax  imposed  by  section  2001  or  2101  of  the  code, 
reduced  by  any  credit  allowable  with  respect  to  a  tax  on  prior  trans¬ 
fers  by  section  2013  or  2102  of  the  code. 

Paragraph  (2)  of  section  1022(c)  provides  that  the  Federal  estate 
tax  attributable  to  the  net  appreciation  in  value  of  all  shares  of  stock 
and  securities  to  which  section  1022(a)  applies  is  the  amount  which 
bears  the  same  ratio  to  the  Federal  estate  tax  as  the  net  appreciation 
in  value  of  all  of  such  shares  and  securities  bears  to  the  value  of  the 
gross  estate  as  determined  under  chapter  11  of  the  code.  If,  for 
estate  tax  purposes,  alternate  valuation  is  elected  under  section  2032 
of  the  code,  the  value  of  the  gross  estate  is  to  be  determined  under  the 
provisions  of  such  section. 

Paragraph  (3)  of  section  1022(c)  provides  that  the  net  appreciation 
in  value  of  all  shares  and  securities  to  which  section  1022(a)  applies 
is  the  amount  by  which  the  fair  market  value  of  all  shares  and  secu¬ 
rities  exceeds  the  adjusted  basis  of  such  property  in  the  hands  of  the 
decedent. 

Paragraph  (4)  of  section  1022(c)  defines  “fair  market  value”,  for 
purposes  of  section  1022,  to  mean  such  value  determined  under  chap¬ 
ter  11  of  the  code.  If,  for  estate  tax  purposes,  alternate  valuation  is 
elected  under  section  2032  of  the  code,  fair  market  value  is  to  be 
determined  as  of  the  appropriate  date  provided  in  such  section. 

The  new  section  1022(d)  provides  that  section  1022  is  not  to  apply 
to  any  stock  or  securities  of  a  foreign  personal  holding  company 
referred  to  in  section  342(a)(2)  of  the  code  (relating  to  foreign  corpo¬ 
rations  which  were  foreign  personal  holding  companies  in  1937). 
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Paragraph  (2)  of  the  new  subsection  (j)  of  the  bill  adds  a  new  para¬ 
graph  (21)  to  section  1016(a)  of  the  code  providing,  in  effect,  that  an 
increase  m  basis  under  section  1022  of  the  code  is  to  be  taken  into 
account  in  determining  the  adjusted  basis  of  property  to  which  such 
provisions  apply.  Paragraph  (3)  of  the  new  subsection  (j)  makes 
a  clerical  amendment  to  the  table  of  sections  to  part  II  of  subchapter 
O  of  chapter  1  of  the  code. 

TREATMENT  OF  CERTAIN  IRON  ORE  ROYALTIES 

Amendments  Nos.  151  and  1 53 1  The  bill  as  passed  by  the  House 
amended  sections  631(c),  1231(b)(2),  and  272  of  the  code  to  grant,  in 
the  case  of  certain  disposals  of  iron  ore  with  a  retained  economic 
interest,  the  same  treatment  which  is  now  available  in  the  case  of 
certain  disposals  of  coal  with  a  retained  economic  interest.  Under 
such  treatment,  the  gain  or  loss  attributable  to  such  disposals  of  iron 
ore  is  treated  as  gain  or  loss  from  the  sale  of  property  used  in  the  trade 
or  business  (as  defined  in  sec.  1231(b)  of  the  code). 

Under  the  Senate  amendments,  this  treatment  of  these  disposals  of 
iron  ore  with  a  retained  economic  interest  provided  by  the  bill  as  passed 
by  the  House  is  retained  with  two  exceptions.  First,  the  treatment 
is  to  be  available  only  in  the  case  of  iron  ore  mined  in  the  United 
States.  Second,  the  treatment  is  not  to  apply  to  disposals  of  iron 
ore  to  certain  related  persons.  One  of  these  is  where  the  disposal  is 
to  a  person  whose  relationship  to  the  party  disposing  of  the  iron  ore  is 
such  that  a  loss  would  be  disallowed  under  section  267  of  the  code 
(relating  to  losses,  etc.,  with  respect  to  transactions  between  related 
taxpayers)  or  section  707(b)  (relating  to  certain  sales  or  exchanges  of 
property  with  respect  to  controlled  partnerships).  The  other  of  these 
is  where  the  disposal  is  to  a  person  owned  or  controlled  directly  or 
indirectly  by  the  same  interests  which  own  or  control  the  person 
disposing  of  the  iron  ore. 

The  House  recedes. 

INSURANCE  COMPANIES 

Amendment  No.  162: 

(а)  Certain  mutualization  distributions  made  in  1962. — Subsection 
(a)  of  the  section  added  to  the  bill  by  this  amendment  amends  section 
809(d)  (11)  of  the  code  (relating  to  certain  mutualization  distributions) 
to  allow,  as  a  deduction  in  the  computation  of  gain  from  operations, 
distributions  made  in  1962,  in  acquisition  of  stock,  pursuant  to  a 
plan  of  mutualization  adopted  by  a  stock  life  insurance  company 
before  January  1,  1958.  Existing  law  permits  a  deduction  for  such 
mutualization  distributions  made  in  1958,  1959,  1960,  or  1961. 

(б)  Accrual  of  bond  discount. — Subsection  (b)  of  the  section  added 
to  the  bill  by  Senate  amendment  No.  162  relates  to  the  accrual  of  bond 
discount  by  insurance  companies  subject  to  tax  under  part  I  or  II  of 
subchapter  L  of  chapter  1  of  the  code  (relating  to  life  insurance 
companies  and  certain  mutual  insurance  companies). 

Paragraph  (1)  of  this  subsection  (b)  amends  section  818(b)  of  the 
code  (relating  to  amortization  of  premium  and  accrual  of  discount)  to 
add  a  new  paragraph  at  the  end  thereof.  The  new  section  818(b)(3) 
provides  that  for  taxable  years  beginning  after  December  31,  1962, 
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no  accrual  of  discount  shall  be  required  under  section  818(b)(1)  on 
any  bond  (as  defined  in  sec.  171(d)  of  the  code)  except  in  the  case  of 
discount  which  is  interest  to  which  section  103  of  the  code  applies  or 
is  original  issue  discount  (as  defined  in  sec.  1232(b)  of  the  code). 
The  new  section  818(b)(3)  also  provides  that  for  purposes  of  section 
805(b)(3)(A)  of  the  code,  the  current  earnings  rate  for  any  taxable 
year  beginning  before  January  1,  1963,  is  to  be  determined  as  if  the 
first  sentence  of  the  new  section  818(b)  (3)  applied  to  such  taxable  year. 

Paragraph  (2)  of  subsection  (b)  of  the  section  added  to  the  bill  by 
Senate  amendment  No.  162  amends  section  822(d)(2)  of  the  code 
(relating  to  the  amortization  of  premium  and  accrual  of  discount  in 
the  case  of  mutual  insurance  companies  other  than  life  and  other  than 
certain  fire,  flood,  and  marine  insurance  companies)  by  adding  a  new 
sentence.  This  sentence  provides  that  for  taxable  years  beginning 
after  December  31,  1962,  no  accrual  of  discount  shall  be  required 
under  section  822(d)(2)  of  the  code  on  any  bond  (as  defined  in  sec. 
171(d)  of  the  code). 

(c)  Contributions  to  qualified  pension ,  etc.,  plans. — Subsection  (c*) 
of  the  section  added  to  the  bill  by  Senate  amendment  No.  162  amends 
section  832(c) (10)  of  the  code  (relating  to  deductions  allowed  in  com¬ 
puting  taxable  income  of  certain  insurance  companies)  to  make  it  clear 
that  in  computing  the  taxable  income  of  insurance  companies  subject 
to  the  tax  imposed  by  section  831  of  the  code,  there  shall  be  allowed  the 
deduction  provided  in  part  I  of  subchapter  D  of  chapter  1  of  the  code 
(sec.  401  and  following,  relating  to  pension,  profit-sharing,  stock  bonus 
plans,  etc.).  Under  subsection  (d)  of  this  section  of  the  bill,  this  clari¬ 
fication  is  to  apply  to  taxable  years  beginning  after  December  31,  1953, 
and  ending  after  August  16,  1954. 

The  House  recedes  on  Senate  amendment  No.  162  with  a  clerical 
amendment. 

REGULATED  INVESTMENT  COMPANIES 

Amendment  No.  163: 

(a)  Time  for  mailing  certain  notices  to  shareholders. — Subsection  (a) 
of  the  section  added  to  the  bill  by  this  amendment  amends  several 
provisions  of  part  I  of  subchapter  M  of  chapter  1  of  the  code  (relat¬ 
ing  to  regulated  investment  companies)  to  increase  from  30  days  to 
45  days  after  the  close  of  the  regulated  investment  company’s  taxable 
year  the  time  within  which  such  company  must  mail  certain  notices 
to  its  shareholders.  The  sections  of  the  code  which  are  amended  are 
sections  852(b)(3)(C),  852(b)(3)(D)(i),  853(c),  854(b)(2),  and  855(c). 
The  amendments  are  to  apply  to  taxable  years  of  regulated  invest¬ 
ment  companies  ending  on  or  after  the  date  of  the  enactment  of  the 
bill. 

( b )  Certain  redemptions  by  unit  investment  trusts. — Subsection  (b) 
of  the  section  added  to  the  bill  by  Senate  amendment  No.  163  amends 
section  852  of  the  code  (relating  to  taxation  of  regulated  investment 
companies  and  their  shareholders)  to  add  at  the  end  thereof  a  new 
subsection  (d).  Under  section  852(b)  of  existing  law,  a  regulated 
investment  company  is  allowed  a  deduction  for  dividends  paid  (as 
defined  in  sec.  561),  other  than  capital  gains  dividends,  in  determining 
its  investment  company  taxable  income,  and  is  allowed  a  deduction 
for  dividends  paid  (as  defined  in  sec.  561),  determined  with  reference 
to  capital  gains  dividends  only,  in  computing  that  part  of  the  excess 
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of  its  net  long-term  capital  gain  over  net  short-term  capital  loss  on 
which  it  must  pay  a  capital  gains  tax.  Section  562(c)  of  the  code 
(relating  to  preferential  dividends)  provides  that  the  amount  of  any 
distribution  shall  not  be  considered  as  a  dividencLtinless  such  distri¬ 
bution  is  pro  rata,  with  no  preference  to  any  share  of  stock  as  com¬ 
pared  with  other  shares  of  the  same  class,  and  with  no  preference 
to  one  class  of  stock  as  compared  with  another  class  except  to  the 
extent  that  the  former  is  entitled  to  such  preference. 

The  new  section  852(d)  added  to  the  code  by  this  amendment  pro¬ 
vides  that  in  the  case  of  a  unit  investment  trust — 

(1)  which  is  registered  under  the  Investment  Company  Act  of 
1940  and  issues  periodic  payment  plan  certificates  (as  defined  in 
such  act) ;  and 

(2)  substantially  all  of  the  assets  of  which  consist  of  securities 
issued  by  a  management  company  (as  defined  in  such  act); 

section  562(c)  of  the  code  (relating  to  preferential  dividends)  shall 
not  apply  to  a  distribution  by  such  trust  to  a  holder  of  an  interest  in 
such  trust  in  redemption  of  part  or  all  of  such  interest,  with  respect 
to  the  net  capital  gain  of  such  trust  attributable  to  such  redemption. 
The  effect  of  this  change  is  that,  where  the  requirements  of  the  new 
section  852(d)  are  met,  the  distribution  is  considered  to  be  a  distribu¬ 
tion  by  the  trust  which  qualifies  for  the  deduction  for  dividends  paid 
with  respect  to  capital  gains  dividends  under  section  852(b)(3)(A)  of 
the  code.  This  change  is  to  apply  to  taxable  years  of  regulated 
investment  companies  ending  after  December  31,  1963. 

The  House  recedes  on  Senate  amendment  No.  163  with  a  clerical 
amendment. 

FOREIGN  TAX  CREDIT  WITH  RESPECT  TO  CERTAIN  FOREIGN  MINERAL 

INCOME 

Amendment  No.  164:  This  amendment  inserts  a  new  subsection  (d) 
in  section  901  of  the  code  (relating  to  credit  for  foreign  taxes).  Para¬ 
graph  (1)  of  the  new  subsection  (d)  provides  that  in  certain  cases  the 
amount  of  foreign  taxes  described  in  section  901  (relating  to  amount 
of  foreign  tax  allowed  as  a  credit)  which  are  paid  or  accrued  during  the 
taxable  year  with  respect  to  mineral  income  to  any  foreign  country 
(if  the  per-country  limitation  applies),  or  to  all  foreign  countries  (if 
the  overall  limitation  applies),  is  to  be  reduced  for  purposes  of  com¬ 
puting  the  foreign  tax  credit. 

The  Senate  recedes. 

AMOUNTS  RECEIVED  FROM  EMPLOYER  ON  SALE  OF  RESIDENCE  OF 

EMPLOYEE  IN  CONNECTION  WITH  TRANSFER  TO  NEW  PLACE  OF  WORK 

Amendment  No.  165:  This  amendment  adds  a  new  section  1003 
to  part  I  of  subchapter  0  of  chapter  1  of  the  code  (relating  to  de¬ 
termination  of  amount  of  and  recognition  of  gain  or  loss).  Subsection 
(a)  of  the  new  section  1003  provides  that  if  property  used  by  the 
taxpayer  as  his  principal  residence  is  sold  by  the  taxpayer  or  his 
spouse  pursuant  to  a  sales  contract  entered  into  within  the  forced 
sale  period  for  such  property,  and  if  the  taxpayer's  employer,  not 
later  than  1  year  after  the  date  such  sales  contract  was  entered  into, 
pays  part  or  all  of  the  sale  differential  on  such  property,  then  for 
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purposes  of  chapter  1  of  the  code  the  amount  so  paid  is  to  be  treated 
by  the  taxpayer  or  his  spouse  as  an  additional  amount  realized 
on  the  sale  of  such  property  to  the  extent  that  it  does  not  exceed 
the  lesser  of  (1)  the  sale  differential,  or  (2)  15  percent  of  the  gross  sales 
price  of  such  property. 

Subsection  (b)  of  the  new  section  1003  places  certain  limitations 
on  the  application  of  such  section.  Subsection  (c)  contains  definitions 
and  special  rules  for  the  application  of  the  new  section. 

The  new  section  1003  is  to  apply  to  amounts  paid  with  respect  to 
sales  contracts  entered  into  after  December  31,  1963,  in  taxable  years 
ending  after  such  date. 

The  Senate  recedes. 

.CAPITAL  GAINS  AND  LOSSES 

Amendment  No.  166:  Section  219(a)  of  the  bill  as  passed  by  the 
House  amended  the  code  to  provide,  in  the  case  of  taxpayers  other 
than  corporations,  for  the  splitting  of  the  long-term  capital  gain  or 
loss  category  into  two  categories:  (1)  Class  B  capital  gain  or  loss  (in 
general,  gain  or  loss  from  the  sale  or  exchange  of  a  capital  asset  held 
for  more  than  6  months  but  not  more  than  2  years) ;  and  (2)  class  A 
capital  gain  or  loss  (in  general,  gain  or  loss  from  the  sale  or  exchange 
of  a  capital  asset  held  for  more  than  2  years) .  Under  the  bill  as  passed 
by  the  House  the  deduction  under  section  1202  of  the  code  for  an 
excess  of  net  long-term  capital  gain  over  net  short-term  capital  loss 
was  increased,  in  the  case  of  adjusted  class  A  capital  gain  (as  defined 
in  the  bill),  from  50  percent  to  60  percent.  It  also  provided  that  the 
alternative  maximum  capital  gain  tax  provided  by  section  1201(b)  of 
the  code  for  taxpayers  other  than  corporations  was  to  be  decreased,  in 
the  case  of  adjusted  class  A  capital  gain,  from  25  percent  to  21  percent. 

Under  existing  section  1212  of  the  code,  if  a  taxpayer  has  a  net 
capital  loss  for  a  taxable  year,  the  amount  thereof  is  a  short-term 
capital  loss  in  each  of  the  5  succeeding  taxable  yqars,  to  the  extent 
that  such  amount  exceeds  the  total  of  any  net  capital  gains  of  any 
taxable  years  intervening  between  the  taxable  year  in  which  the  net 
capital  loss  arose  and  such  succeeding  taxable  year.  Section  219(b) 
of  the  House  bill  in  effect  provided,  in  the  case  of  a  taxpayer  other 
than  a  corporation,  for  an  unlimited  carryover  of  a  net  short-term, 
net  class  B,  or  net  class  A  capital  loss. 

Senate  amendment  No.  166  strikes  out  this  section  of  the  bill  as 
passed  by  the  House. 

Under  the  conference  agreement,  the  House  recedes  with  an  amend¬ 
ment  which  adds  a  new  subsection  (b)  to  section  1212  of  the  code  and 
makes  technical  changes  in  the  definitions  contained  in  paragraphs 
(9)  and  (10)  of  section  1222  of  the  code  (relating  to  terms  relating  to 
capital  gains  and  losses).  Under  paragraph  (1)  of  the  new  subsection 
(b),  in  the  case  of  a  taxpayer  other  than  a  corporation,  the  excess  of 
the  net  short-term  capital  loss  over  the  net  long-term  capital  gain  for 
a  taxable  year,  and  the  excess  of  the  net  long-term  capital  loss 
over  the  net  short-term  capital  gain  for  such  year  are  to  be  treated, 
respectively,  as  a  short-term  and  a  long-term  capital  loss  in  the  suc¬ 
ceeding  taxable  year.  In  determining  a  net  short-term  capital  gain 
or  loss  of  a  taxable  year,  for  purposes  of  computing  a  capital  loss  carry¬ 
over  to  the  succeeding  taxable  year,  an  amount  equal  to  the  excess  of 
the  capital  losses  allowable  as  a  deduction  for  the  taxable  year  by 
virtue  of  section  1211(b)  of  the  code  (relating  to  limitation  on  capital 


REVENUE  ACT  OF  1964 


51 


losses)  over  the  capital  gains  for  such  year  is  treated  as  a  short-term 
capital  gain  occurring  in  such  year.  The  effect  of  the  latter  rule  is  to 
reduce  first  the  amount  of  a  net  short-term  capital  loss  which  may  be 
carried  over  to  a  succeeding  taxable  year  by  the  amount  of  capital 
losses  which  were  allowed  against  ordinary  income  in  the  loss  ’year  and 
then  to  reduce  the  amount  of  a  net  long-term  capital  loss  which  may 
be  carried  over  to  the  succeeding  taxable  year  by  any  balance  of  the 
capital  losses  allowed  against  ordinary  income  in  the  loss  year. 

Paragraph  (2)  of  new  subsection  (b)  contains  a  transitional  rule. 
The  transitional  rule  provides,  in  effect,  that,  in  the  case  of  a  taxpayer 
other  than  a  corporation,  any  capital  loss  carryover  which,  under  sub¬ 
chapter  P  of  chapter  1  of  the  code  as  in  effect  immediately  before  the 
enactment  of  the  bill  is  treated  as  a  short-term  capital  loss  in  the 
first  taxable  year  of  a  taxpayer  beginning  after  December  31,  1963,  is 
to  be  treated  as  a  short-term  capital  loss  in  such  year  irrespective  of 
the  fact  that  such  carryover  may  be  composed  in  whole  or  in  part  of 
losses  which  were  long-term  capital  losses  in  the  year  in  which  sus¬ 
tained. 

Under  the  conference  agreement,  the  amendments  of  sections  1212 
and  1222  of  the  code  are  to  apply  to  taxable  years  beginning  after 
December  31,  1963. 

ELECTION  OF  STANDARD  DEDUCTION  BY  CERTAIN  INDIVIDUALS  WHO 

ELECT  TO  AVERAGE  INCOME 

Amendment  No.  171:  This  amendment  amends  section  144  of  the 
code  (relating  to  election  of  standard  deduction)  to  allow  an  individual 
who  chooses  the  benefits  of  income  averaging  and  whose  adjusted 
gross  income  for  the  computation  year  is  less  than  $5,000  to  elect 
the  standard  deduction. 

The  House  recedes. 

SMALL  BUSINESS  CORPORATIONS 

Amendment  No.  177:  This  amendment  amends  section  1371 
of  the  code  (defining  “small  business  corporation’’  for  purposes  of 
subch.  S  of  ch.  1  of  the  code,  relating  to  election  as  to  taxable  status) 
by  adding  at  the  end  thereof  a  new  subsection  (d)  and  amends  section 
1375  of  the  code  (relating  to  special  rules  applicable  to  distributions 
of  electing  small  business  corporations)  by  adding  at  the  end  thereof 
a  new  subsection  (e). 

Under  existing  section  1371(a)  of  the  code  the  definition  of  a  “small 
business  corporation”  does  not  include  any  corporation  which  is  a 
member  of  an  affiliated  group  (as  defined  in  sec.  1504  of  the  code). 
The  new  subsection  (d)  added  to  section  1371  of  the  code  by  Senate 
amendment  No.  177  provides  that,  for  purposes  of  section  1371(a), 
a  corporation  is  not  to  be  considered  a  member  of  an  affiliated  group 
at  any  time  during  the  taxable  year  by  reason  of  ownership  of  stock 
in  another  corporation  if  such  other  corporation  has  not  begun  busi¬ 
ness  at  any  time  on  or  after  the  date  of  its  incorporation  and  before 
the  close  of  such  taxable  year  and  if  such  other  corporation  does  not 
have  taxable  income  for  the  period  included  within  such  taxable  year. 
The  new  subsection  (d)  is  to  apply  to  taxable  years  of  corporations 
beginning  after  December  31,  1962. 

The  new  subsection  (e)  added  to  section  1375  provides  that  under 
specified  circumstances  a  distribution  of  money  made  by  a  corporation 
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on  or  before  the  15th  day  of  the  3d  month  following  a  taxable  year 
for  which  such  corporation  is  an  electing  small  business  corporation 
shall  be  treated  for  purposes  of  chapter  1  of  the  code  as  made  on  the 
last  day  of  such  taxable  year.  The  new  subsection  (e)  is  to  apply 
to  taxable  years  beginning  after  December  31,  1957. 

The  House  recedes  with  a  clerical  amendment. 

VALIDITY  OF  TAX  LIENS  AGAINST  PURCHASERS  OF  MOTOR  VEHICLES 

Amendment  No.  193:  Section  6323(a)  of  the  code  provides  that 
the  lien  for  taxes  provided  by  section  6321  of  the  code  is  not  to  be 
valid  as  against  any  mortgagee,  pledgee,  purchaser,  or  judgment 
creditor  until  notice  thereof  has  been  filed  by  the  Secretary  of  the 
Treasury  or  his  delegate  in  the  appropriate  office  specified  in  section 
6323(a).  Senate  amendment  No.  193  amends  section  6323(c)  of  the 
code  which  contains  a  special  rule  as  to  the  validity  of  tax  liens  in  the 
case  of  securities  to  make  that  special  rule  applicable  also  with  respect 
to  motor  vehicles.  Under  the  Senate  amendment,  even  though  notice 
of  lien  has  been  filed  in  the  manner  prescribed  in  section  6323(a)  of 
the  code,  the  lien  is  not  to  be  valid  with  respect  to  a  motor  vehicle  as 
against  any  mortgagee,  pledgee,  or  purchaser  of  such  motor  vehicle, 
for  an  adequate  and  full  consideration  in  money  or  money’s  worth,  if 
at  the  time  of  such  mortgage,  pledge,  or  purchase  such  mortgagee, 
pledgee,  or  purchaser  is  without  notice  or  knowledge  of  the  existence 
of  such  lien. 

Senate  amendment  No.  193  also  amends  section  6324  of  the  code 
(relating  to  special  liens  for  estate  and  gift  taxes)  to  grant,  in  the  case 
of  the  mortgage,  pledge,  or  purchase  of  a  motor  vehicle,  the  same 
treatment  which  is  now  available  in  the  case  of  the  mortgage,  pledge, 
or  purchase  of  a  security  after  a  lien  for  estate  or  gift  tax  has  arisen. 
Under  the  amendment,  even  though  a  special  lien  for  estate  or  gift 
tax  has  arisen,  such  lien  will  not  be  valid  with  respect  to  any  mortgagee, 
pledgee,  or  purchaser  of  a  motor  vehicle,  for  an  adequate  and  full 
consideration  in  money  or  money’s  worth,  if  at  the  time  of  such 
mortgage,  pledge,  or  purchase,  such  mortgagee,  pledgee,  or  purchaser 
was  without  notice  or  knowledge  of  the  existence  of  such  lien. 

Under  the  amendment,  these  changes  to  sections  6323  and  6324 
of  the  code  apply  to  mortgages,  pledges,  and  purchases  made  after 
the  date  of  the  enactment  of  the  bill. 

The  House  recedes  with  an  amendment.  Section  6323  (relating  to 
validity  of  tax  liens  against  mortgagees,  pledgees,  purchasers,  and 
judgment  creditors)  is  amended  by  redesignating  subsection  (d)  as 
subsection  (e)  and  by  inserting  a  new  subsection  (d)  which  provides 
that  even  though  notice  of  lien  imposed  by  section  6321  has  been 
properly  filed,  the  lien  shall  not  be  valid  with  respect  to  a  motor 
vehicle  as  against  a  purchaser  thereof  for  an  adequate  and  full  con¬ 
sideration  in  money  or  money’s  worth  if  (1)  at  the  time  of  the  purchase, 
the  purchaser  is  without  notice  or  knowledge  of  the  existence  of  such 
lien,  and  (2)  before  the  purchaser  obtains  such  notice  or  knowledge,  he 
has  acquired  possession  of  such  motor  vehicle  and  has  not  thereafter 
relinquished  possession  of  such  motor  vehicle  to  the  seller  or  his  agent. 

Section  6324  (relating  to  special  liens  for  estate  and  gift  taxes)  is 
amended  by  adding  a  new  subsection  (d)  which  provides  in  effect  that 
a  lien  for  estate  or  gift  taxes  will  be  invalid  as  against  a  purchaser  of  a 
motor  vehicle  (as  defined  in  sec.  6323  (d)(2))  for  an  adequate  and  full 


4130 


.  REVENUE  ACT  OF  1964 


53 


consideration  in  money  or  money’s  worth  if  (1)  at  the  time  of  the 
purchase,  such  purchaser  is  without  notice  or  knowledge  of  such  lien, 
and  (2)  before  the  purchaser  obtains  such  notice  or  knowledge,  he  has 
acquired  possession  of  such  motor  vehicle  and  has  not  thereafter  re¬ 
linquished  possession  of  such  motor  vehicle  to  the  seller  or  his  agent. 

Where  a  motor  vehicle  is  purchased  under  the  circumstances  speci¬ 
fied  in  the  new  section  6323(d)  or  6324(d)  of  the  code,  the  tax  lien  will 
abate  with  respect  to  the  motor  vehicle  in  question  and  will  not  be 
valid  against  any  subsequent  purchaser  (or  other  successor  in  interest) 
of  the  vehicle. 

The  amendments  to  sections  6323  and  6324  of  the  code  apply  to 
purchases  made  after  the  date  of  the  enactment  of  the  bill. 

EXCLUSION  OF  EARNED  INCOME  OF  CERTAIN  U.S.  CITIZENS  WHO  ARE 

RESIDENTS  OF  FOREIGN  COUNTRIES 

Amendment  No.  194:  This  amendment  adds  a  new  section  to  the 
bill  amending  section  911(c)(1)  of  the  code  (relating  to  limitations  on 
amount  of  exclusion  of  earned  income  from  sources  without  the 
United  States).  Existing  section  911(c)(1)  provides  in  effect  that 
the  amount  excluded  from  the  gross  income  of  an  individual  under 
section  911(a)  for  any  taxable  year  shall  not  exceed  an  amount  which 
shall  be  computed  on  a  daily  basis  at  an  annual  rate  of — 

(A)  except  as  provided  in  subparagraph  (B),  $20,000  in  the 
case  of  an  individual  who  qualifies  under  section  911(a);  or 

(B)  $35,000  in  the  case  of  an  individual  who  qualifies  under 
section  911(a)(1)  (relating  to  bona  fide  resident  of  foreign  coun¬ 
try),  but  only  with  respect  to  that  portion  of  the  taxable  year 
occurring  after  such  individual  has  been  a  bona  fide  resident  of  a 
foreign  country  or  countries  for  an  uninterrupted  period  of  3 
consecutive  years. 

Senate  amendment  No.  194  amends  section  911(c)(1)(A)  to  sub¬ 
stitute  “$4,000”  for  the  $20,000  amount  contained  therein,  and  it 
amends  section  911(c)(1)(B)  to  substitute  “$6,000”  for  the  $35,000 
amount  contained  therein.  Under  the  amendment  these  changes  are 
applicable  only  with  respect  to  taxable  years  beginning  after  Decem¬ 
ber  31,  1963.  " 

The  House  recedes  with  an  amendment.  Under  the  conference 
agreement,  the  limitation  contained  in  subparagraph  (B)  of  section 
911(c)(1)  of  the  code  (relating  to  limitations  on  amount  of  exclusion 
of  earned  income  from  sources  without  the  United  States)  is  reduced 
from  $35,000  to  $25,000,  effective  for  taxable  years  beginning  after 
December  31,  1964. 

DEFINITION  OF  HEAD  OF  HOUSEHOLD 

Amendment  No.  195:  Section  1(b)(2)  of  the  code  defines  a  head  of  a 
household  to  be  an  individual  who  is  not  married  at  the  close  of  his 
taxable  year,  is  not  a  surviving  spouse,  and  maintains  a  household 
which  constitutes  for  the  taxable  year  the  principal  place  of  abode  of  a 
dependent  for  whom  the  taxpayer  is  entitled  to  a  deduction  for  the 
taxable  year  under  section  151  of  the  code  or  (if  not  married  at  the 
close  of  the  taxpayer’s  taxable  year)  a  child,  stepchild,  or  descendant. 
Except  in  the  case  of  a  father  or  mother,  the  household  must  be  main¬ 
tained  as  the  home  of  the  taxpayer.  The  effect  of  Senate  amendment 
No.  195  is  to  remove  the  requirement  that  the  household  be  maintained 
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as  the  home  of  the  taxpayer  and  to  provide  that  a  taxpayer  may 
qualify  as  a  he.,d  of  household  with  respect  to  a  child,  stepchild,  or 
descendant  only  if  he  is  a  dependent  for  whom  the  taxpayer  is  entitled 
to  a  deduction  for  the  taxable  year. 

The  Senate  recedes. 

LOSSES  ARISING  FROM  CONFISCATION  OF  PROPERTY  BY  CUBA 

Amendment  No.  196:  Section  165(c)(3)  of  the  code  provides  that, 
in  the  case  of  an  individual,  the  deduction  for  losses  provided  by 
section  165(a)  shall,  except  for  losses  incurred  in  a  trade  or  business 
or  in  a  transaction  entered  into  for  profit,  be  limited  to  losses  of 
property  arising  from  fire,  storm,  shipwreck,  or  other  casualty,  or 
from  theft.  Section  172(d)(4)  of  the  code  provides  for  purposes  of 
the  net  operating  loss  that,  in  the  case  of  a  taxpayer  other  than  a 
corporation,  the  deductions  not  attributable  to  a  taxpayer’s  trade  or 
business  shall  be  allowed  only  to  the  extent  of  the  gross  income  not 
derived  from  such  trade  or  business.  This  limitation  does  not  apply 
to  a  deduction  allowable  under  section  165(c)(3)  of  the  code. 

Senate  amendment  No.  196  adds  a  new  subsection  (i)  to  section  165 
of  the  code  which  provides  that,  for  purposes  of  section  165(c)(3), 
losses  of  property  which  arise  from  expropriation,  intervention  in,  or 
confiscation  by  Cuba  shall  be  deemed  to  be  losses  from  “other 
casualty.” 

The  House  recedes  with  an  amendment  which  limits  the  application 
of  the  new  section  165(i)  to  losses  of  tangible  property  and  which 
makes  technical  and  conforming  changes. 

CREDIT  OR  REFUND  OF  SELF-EMPLOYMENT  TAX 

Amendment  No.  197:  This  amendment  adds  a  new  provision  to  the 
code  to  permit  credit  or  refund  of  self-employment  tax  if,  by  reason  of 
an  agreement  made  pursuant  to  section  218  of  the  Social  Security 
Act,  the  self-employment  income  of  an  individual  (for  a  year  with 
respect  to  which  the  period  of  limitation  for  filing  claim  for  credit  or 
refund  has  expired)  is  different  from  what  it  would  be  but  for  the 
agreement. 

The  House  recedes  with  an  amendment.  Under  the  conference 
agreement,  a  new  paragraph  (5)  is  added  to  6511(d)  of  the  code. 
The  new  paragraph  (5)  applies  both  to  agreements  and  modifications 
of  agreements  under  section  218  of  the  Social  Security  Act.  The 
new  paragraph  (5)  also  provides  that  if  the  allowance  of  a  credit  or 
refund  of  an  overpayment  attributable  to  such  an  agreement  or 
modification  is  otherwise  prevented  by  the  operation  of  any  law  or 
rule  of  law  other  than  section  7122  of  the  code  (relating  to  compro¬ 
mises)  such  credit  or  refund  may  be  allowed  or  made  if  claim  therefor 
is  filed  on  or  before  whichever  of  the  following  is  the  later:  (A)  the 
last  day  of  the  second  year  after  the  calendar  year  in  which  such  agree¬ 
ment  or  modification  is  agreed  to  by  the  State  and  the  Secretary  of 
Health,  Education,  and  Welfare,  or  (B)  December  31,  1965. 

EXTENSION  OF  TIME  FOR  PAYMENT  OF  ESTATE  TAX  ON  VALUE  OF 
REVERSIONARY  OR  REMAINDER  INTEREST  IN  PROPERTY 

Amendment  No.  198:  Section  6163(a)  of  the  1954  code  provides  that 
if  the  value  of  a  reversionary  or  remainder  interest  in  property  is 
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included  in  the  value  of  the  gross  estate  for  purposes  of  the  estate  tax, 
then  the  payment  of  the  part  of  the  estate  tax  attributable  to  the 
interest  may  (at  the  election  of  the  executor)  be  postponed  until  6 
months  after  the  termination  of  the  precedent  interest  or  interests  in 
the  property.  A  similar  rule  applies  under  the  1939  code.  Under 
section  6163(b)  of  the  1954  code  (or  sec.  925  of  the  1939  code),  if  the 
Secretary  of  the  Treasury  or  his  delegate  finds  that  the  payment  of  the 
tax  at  the  expiration  of  the  period  of  postponement  would  result  in 
undue  hardship  to  the  estate,  he  may  extend  the  time  for  payment  for 
a  reasonable  period  not  in  excess  of  2  years  from  such  period  of  post¬ 
ponement.  Under  Senate  amendment  No.  198,  he  would  be  per¬ 
mitted  to  extend  the  time  for  payment  for  a  reasonable  period  or 
periods  not  in  excess  of  3  years  from  the  expiration  of  such  period  of 
postponement. 

The  House  recedes  with  clerical  amendments. 

CROP  INSURANCE  PROCEEDS 

Amendment  No.  199:  This  amendment  adds  a  new  subsection  (c) 
to  section  451  of  the  code  (relating  to  general  rule  for  taxable  year  of 
including  items  in  gross  income).  Under  the  new  subsection,  in  the 
case  of  insurance  proceeds  received  as  a  result  of  destruction  or  damage 
to  crops,  a  taxpayer  reporting  on  the  cash  basis  of  accounting  may 
elect  to  include  such  proceeds  in  income  for  the  year  following  the  year 
of  destruction  or  damage  provided  he  establishes  to  the  satisfaction 
of  the  Secretary  of  the  Treasury  or  his  delegate  that,  under  his 
practice,  income  from  such  crops  would  not  have  been  reported  in  the 
year  in  which  raised. 

The  Senate  recedes. 

TRANSPORTATION  OF  DISABLED  INDIVIDUAL  TO  AND  FROM  WORK 

Amendment  No.  200:  This  amendment  adds  a  new  section  219  to 
the  code.  Section  219(a)  provides  that  in  the  case  of  a  disabled 
individual  there  shall  be  allowed  as  a  deduction  expenses  paid  during 
the  taxable  year  for  transportation  to  and  from  work  to  the  extent  that 
such  expenses  do  not  exceed  $600.  Section  219(b)  defines  the  term 
“disabled  individual”  and  contains  rules  as  to  the  submission  of  proof 
and  certification  of  disability. 

The  Senate  recedes. 

ADDITIONAL  PERSONAL  EXEMPTIONS  FOR  DISABILITY 

Amendment  No.  201:  This  amendment  adds  a  new  subsection  (f) 
to  section  151  of  the  code  (relating  to  allowance  of  deductions  for 
personal  exemptions).  The  new  subsection  (f)  provides  an  additional 
exemption  of  $600  for  the  taxpayer  if  he  is  a  disabled  individual  (as 
defined  in  new  subsec.  (f)(3))  and  an  additional  exemption  of  $600  for 
the  spouse  if  the  spouse  is  a  disabled  individual  (as  so  defined)  an.’  if 
the  taxpayer  is  entitled  to  an  exemption  under  section  151(b)  of  the 
code  for  such  spouse. 

The  Senate  recedes. 

TIME  FOR  FILING  CLAIM  FOR  REFUND  OF  TAXES  PAID  FOR  GASOLINE 

USED  ON  FARMS 

Amendment  No.  202:  The  second  sentence  of  section  6420(b)  of 
the  code  provides  that  no  claim  shall  be  allowed  under  section  6420 
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of  the  code  (relating  to  payments  to  ultimate  purchaser  of  amounts 
equivalent  to  tax  on  gasoline  used  on  a  farm  for  farming  purposes) 
with  respect  to  any  1-year  period  (ending  on  June  30)  unless  filed  on 
or  before  September  30  of  the  year  in  which  such  1-year  period  ends. 
The  effect  of  Senate  amendment  No.  202  is  to  permit  the  Secretary 
of  the  Treasury  or  his  delegate  to  allow  a  claim  filed  after  September 
30  if  the  claimant  had  good  cause  for  failing  to  file  on  or  before  such 
date. 

The  Senate  recedes. 

FACILITIES  TO  CONTROL  WATER  OR  AIR  POLLUTION 

Amendment  No.  203:  Section  46(a)  of  the  code  provides,  in  general, 
that  the  credit  against  income  tax  allowed  by  section  38  (relating  to 
investment  in  certain  depreciable  property)  shall  be  equal  to  7  per¬ 
cent  of  the  qualified  investment  (as  defined  in  sec.  46(c)).  Under 
section  46(c)(1),  the  qualified  investment  with  respect  to  any  taxable 
year  is  the  aggregate  of  the  applicable  percentage  of  the  basis  of  each 
new  section  38  property  (or  of  the  cost  of  each  used  sec.  38  property) 
placed  in  service  by  the  taxpayer  during  the  taxable  year.  The 
applicable  percentage  (33%,  66%,  or  100  percent)  is  determined  by 
reference  to  the  useful  life  of  the  property.  Senate  amendment  No. 
203  adds  a  new  paragraph  (5)  to  section  46(c).  Under  the  new 
paragraph,  in  the  case  of  section  38  property  which  consists  of  facili¬ 
ties  or  equipment  to  control  water  or  air  pollution,  the  amount  of  the 
qualified  investment  shall  be  twice  the  amount  determined  under 
section  46(c)(1). 

The  Senate  recedes. 

INCOME  TAX  COLLECTED  AT  SOURCE 

Amendments  Nos.  204,  205,  206,  207,  and  208:  Section  302  of  the 
bill  as  passed  by  the  House  provided  a  15-percent  withholding  rate 
for  wages  paid  during  calendar  year  1964  and  a  14-percent  withholding 
rate  for  wages  paid  after  December  31,  1964.  The  bill  as  passed  by 
the  House  also  provided  that  the  withholding  rate  on  certain  payments 
to  nonresident  aliens  was  to  be  15  percent  in  the  case  of  such  payments 
made  during  calendar  year  1964  and  14  percent  in  the  case  of  such 
payments  made  after  December  31,  1964. 

Under  the  Senate  amendments  the  withholding  rate  for  wages  and 
for  the  payments  to  nonresident  aliens  described  in  the  preceding 
paragraph  is  14  percent,  effective  with  respect  to  wages  paid  (and 
such  payments  made)  after  the  seventh  day  after  the  date  on  which 
the  bill  is  enacted. 

The  House  recedes. 

W.  D.  Mills, 

Cecil  R.  King, 

Thos.  J.  O’Brien, 

Hale  Boggs, 

John  W.  Byrnes, 

Victor  A.  Knox, 
Managers  on  the  Part  oj  the  House. 
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BRIEF  SUMMARY  OF  THE  PROVISIONS  OF  H.R.  8363, 
“THE  REVENUE  ACT  OF  1964” 


(1)  Section  1:  Declaration  by  Congress. — It  is  the  sense  of  Congress 
that  the  tax  reduction  provided  by  this  bill,  through  stimulation  of 
the  economy,  after  a  brief  transitional  period  will  raise  (rather  than 
lower)  revenues  and  that  these  revenues  should  first  be  used  to  elimi¬ 
nate  deficits  and  then  the  public  debt.  Congress  also  recognizes  the 
importance  of  taking  all  reasonable  means  to  restrain  Government 
spending  and  urges  the  President  to  do  the  same. 

(2)  Section  2:  The  title  of  the  bill  is  the  Revenue  Act  of  1964. 

(3)  Section  111:  Individual  rates. — This  reduces  the  rates  of  tax  for 
individuals  from  a  range  of  20  to  91  percent  to  a  range  of  16  to  77 
percent  for  1964  and  to  a  range  of  14  to  70  percent  for  1965  and  sub¬ 
sequent  years.  This  also  splits  the  first  bracket  into  four  segments  of 
$500  each,  taxed  at  14,  15,  16,  and  17  percent,  respectively. 

(4)  Section  112:  Minimum  standard  deduction. — This  provides  that, 
if  higher  than  the  10-percent  standard  deduction,  the  “minimum 
standard  deduction’ ’  is  to  be  $200  plus  $100  for  each  exemption  (or 
$300  for  the  first  exemption  and  $100  for  each  additional  exemption). 
Thus,  the  exemption  and  minimum  standard  deduction  for  a  single 
person  will  be  $900;  for  a  married  couple,  $1,600;  and,  for  a  married 
couple  with  two  children,  $3,000. 

(5)  Section  113:  Related  amendments. — This  conforms  the  tax  rate 
applicable  to  the  retirement  income  credit  with  the  new  rate  schedules. 
Thus,  it  makes  the  rate  applicable  to  the  retirement  income  17  percent 
for  1964  and  15  percent  for  subsequent  years  (instead  of  20  percent). 
This  also  conforms  the  floor  on  the  tax  on  nonresident  aliens  with  the 
new  rate  schedule  by  raising  from  $15,400  to  $19,000  in  1964  and 
to  $21,200  in  1965  and  subsequent  years  the  income  level  to  which  the 
regular,  rather  than  the  flat  30-percent  rate,  may  be  applicable. 

(6)  Section  11 4. — This  is  a  cross-reference. 

(7)  Section  121:  Corporate  rates. — This  reduces  the  overall  corporate 
tax  rate  from  the  present  52  percent  to  50  percent  in  1964  and  48  per¬ 
cent  in  subsequent  years.  It  also  reduces  the  rate  applicable  to  the 
first  $25,000  of  corporate  income,  from  the  present  30  percent,  to  22 
percent  for  1964  and  subsequent  years. 

(8)  Section  122:  Acceleration  oj  corporate  tax. — This  section  provides 
for  a  speedup  in  the  payment  of  corporate  taxes.  It  applies  only  to 
tax  liability  in  excess  of  $100,000.  At  present,  50  percent  of  tax 
liability  over  $100,000  is  payable  in  two  installments  in  September 
and  December  (for  a  calendar  year  corporation)  in  the  current  year  of 
liability.  This  accelerates  the  other  two  payments  now  made  after 
the  end  of  the  year  with  respect  to  this  liability  over  $100,000  so  that 
by  1970  these  two  25-percent  payments  also  will  be  made  in  the 
current  year  of  liability  in  April  and  June  (for  a  calendar  year  corpo- 
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ration).  This  speedup  is  provided  on  a  gradual  basis.  Thus,  1 
percent  of  this  liability  in  April  and  1  percent  in  June  will  be  reported 
for  1964,  4  percent  for  each  of  these  two  months  in  1965,  9  percent  for 
1966,  14  percent  for  1967,  19  percent  for  1968,  22  percent  for  1969, 
and  the  full  25  percent  for  1970. 

(9)  Section  123:  Related  amendments. — This  conforms  other  pro¬ 
visions  in  the  Internal  Revenue  Code  to  the  changes  made  with  respect 
to  corporate  rates  in  section  121.  The  conforming  amendments  relate 
to  the  tax  on  mutual  insurance  companies  (other  than  life)  and 
receipts  of  minimum  distributions  for  domestic  corporations  from  their 
foreign  subsidiaries. 

(10)  Section  131:  Effective  date. — This  provides  that  the  corporate 
and  individual  rate  changes  are  to  be  effective  generally  for  taxable 
years  beginning  after  December  31,  1963. 

(11)  Section  132:  Fiscal  year  taxpayers. — This  provides  that  the 
individual  and  corporate  rate  changes  lor  fiscal  year  taxpayers  are  to 
apply  to  that  portion  of  their  years  ending  after  December  31,  1963. 

(12)  Section  201:  Dividend  credit  and  exclusion. — The  4-percent 
dividends  received  credit  available  to  individuals  is  reduced  to  2 
percent  for  1964  and  repealed  for  subsequent  years.  The  $50  dividend 
exclusion  is  increased  to  $100  for  1964  and  subsequent  years.  This 
increase  is  from  $100  to  $200  for  married  couples  where  each  spouse 
has  sufficient  dividend  income  or  the  two  do  jointly. 

(13)  Section  202:  Retirement  income  credit. — This  provides  that  a 
couple,  both  over  65,  making  a  joint  return  may,  at  their  election,  have 
a  total  retirement  income  credit  of  $2,286  applicable  to  the  retirement 
income  of  either  or  both  if  either  spouse  meets  the  10-year  earned 
income  requirement.  The  $2,286  amount  is  required  to*  be  reduced 
by  amounts  received  as  tax-exempt  pensions  and  annuities  and  by 
amounts  representing  adjustments  for  earned  income.  (These  are  the 
reductions  applying  to  the  $1,524  ceiling  under  present  law.) 

(14)  Section  203:  Investment  credit. — In  the  case  of  the  investment 
credit,  the  provision  requiring  a  downward  adjustment  in  the  basis  of 
property  eligible  for  depreciation,  to  the  extent  of  the  7-percent  in¬ 
vestment  credit,  is  repealed.  Also  Federal  regulatory  commissions 
are  prohibited  from  requiring  the  “flowthrough”  of  any  of  the  benefits 
of  the  investment  credit  to  the  customers  of  the  regulated  industries 
in  the  case  of  property  eligible  for  the  full  7-percent  credit  (mainly  the 
transportation  industries  such  as  railroads,  airlines,  and  pipelines). 
In  the  case  of  public  utilities  eligible  only  for  the  3-percent  credit 
(principally  telephone  and  electric  companies),  the  regulatory  com¬ 
missions  are  not  to  require  the  “flowthrough”  of  the  benefits  of  the 
investment  credit  in  any  period  of  time  shorter  than  the  usual  life  of 
the  asset  involved.  Other  changes  make  the  investment  credit 
available  in  the  case  of  elevators  and  escalators  and  increase  the  base 
on  which  the  credit  of  the  lessee  is  to  be  computed  where  dealers 
lease  property  eligible  for  the  credit. 

(15)  Section  204:  Group  term  insurance.— The  employee  exclusion 
for  premiums  on  group  term  insurance  furnished  through  the  employer 
is  limited  to  premiums  paid  on  the  first  $50,000  of  coverage,  and  infor¬ 
mation  reporting  requirements  are  provided  for  those  employees 
receiving  more  than  $50,000  of  such  insurance. 

(16)  Section  205:  Sick  pay  exclusion. — Sick  pay  received  after  the 
taxpayer  .has  been  absent  from  work  more  than  30  days  is  to  be 


4140 


REVENUE  ACT  OF  1964 


3 


excluded  from  income  up  to  $100  a  week.  Within  the  30-day  period 

KS1Ck  pa7  1S  75  Percen^  l?ss  of  the  regular  weekly  rate,  then  up 
to  $7o  a  week  may  be  excluded  after  an  absence  of  7  calendar  days 
on  account  of  injuries  or  illness,  and  from  the  first  day  without  any 

waiting  period,  if  the  taxpayer  is  hospitalized  at  least  1  day  in  the 
nrst  i . 


(17)  Section  206:  Sale  oj  residence —An  exclusion  from  taxable 
income  is  provided  for  any  capital  gain  attributable  to  the  first  $20  000 
ol  the  sale  price  of  a  personal  residence  in  the  case  of  an  individual’  ao-e 

65  or  over  who  owned  the  house  for  8  years  and  occupied  it  for  5  of 
them. 


(IS)  Section  207:  State  and  local  taxes. — A  deduction  is  denied  in 
computing  income  subject  to  Federal  tax  for  State  and  local  taxes 
other  than  property  taxes,  income  taxes,  general  sales  taxes,  and  gaso- 
line  taxes.  The  principal  taxes  for  which  this  denies  a  deduction  are 
alcoholic  beverage  taxes,  cigarette  taxes,  auto  registration  fees  and 
licenses,  and  selective  excise  taxes. 

(19)  Section  208:  Casualty  losses. — The  deduction  for  personal 
casualty  and  theft  losses  is  limited  to  the  amount  in  excess  of  $100 
per  loss,  in  a  manner  somewhat  similar  to  the  treatment  of  “$100 
deductible”  insurance. 

(20)  Section  209:  Charitable  contributions. — The  following  changes 
are  made  in  the  charitable  contribution  deduction: 

(a)  The  additional  10-percent  maximum  deduction  (above  the 
20  percent  generally  available)  is  made  available  generally  for 
contributions  to  publicly  supported  organizations  other  than 
private  foundations  (presently  it  is  available  chiefly  for  churches, 
schools,  and  hospitals); 

(b)  The  unlimited  charitable  contribution  deduction  is  re¬ 
stricted  to  contributions  to  churches,  schools,  hospitals,  and  other 
publicly  supported  organizations  and  to  a  privately  supported 
organization  if  (i)  the  organization  is  an  operating  charity  or 
(ii)  expends  50  percent  of  the  contribution  within  3  years  after 
the  year  it  was  received  (as  well  as  all  its  net  income  during  the 
period) ;  in  addition  for  a  contribution  to  a  privately  supported 
organization  to  be  deductible  under  this  provision,  the  person 
making  the  contribution  must  not  engage  in  certain  disqualifying 
transactions  with  such  organization ; 

(c)  A  5-year  carryover  of  charitable  contributions  (in  excess  of 
the  amount  currently  deductible)  is  provided  for  individuals  with 
respect  to  contributions  to  publicly  supported  organizations ; 

(' d )  The  2-year  carryover  of  charitable  contribution  deductions 
for  corporations  is  extended  to  5  years  (this  is  available  for 
contributions  made  in  1962  and  1963  as  well  as  subsequent  years) ; 

(■ e )  Charitable  contribution  deductions  for  gifts  of  future 
interest  made  after  June  30,  1964,  in  tangible  personal  property 
are  denied  until  the  gifts  are  completed. 

(21)  Section  210:  Expropriation  losses. — Businesses  which  have  sus¬ 
tained  substantial  “foreign  expropriation  losses”  after  1958  are 
permitted  to  carry  such  losses  forward  and  apply  them  against  income 
for  a  10-year  period.  This  is  in  place  of  the  regular  3-year  carryback 
and  5-year  carryforward  which  will  still  remain  available  or  other  net 
operating  losses. 


4141 


4 


REVENUE  ACT  OF  1964 


(22)  Section  211 :  Medicines  and  drugs. — The  1-percent  limitation, 
or  floor,  on  medicines  and  drugs,  which  must  be  taken  into  account 
in  determining  deductible  medical  expenses,  is  made  inapplicable 
where  the  taxpayer  or  his  wife  is  over  65  and  also  with  respect  to 
expenses  for  dependent  parents  over  65.  This  conforms  the  treat¬ 
ment  with  respect  to  the  1-percent  limitation  with  that  provided 
in  the  case  of  the  3-percent  limitation  for  medical  expenses  generally. 

(23)  Section  212:  Child  care. — The  child  care  deduction  is  revised — • 

(a)  To  make  it  available  in  the  case  of  a  husband  whose 
wife  is  incapacitated  or  institutionalized; 

( b )  To  make  it  available  with  respect  to  care  for  children 
up  to  age  13  (instead  of  12) ; 

(c)  The  maximum  deduction  allowable  where  there  are  two 
or  more  children  is  increased  from  $600  to  $900;  and 

(d)  The  present  limitation  on  family  income  in  the  case  of 
a  working  wife  eligible  for  this  deduction  is  raised  from  $4,500 
to  $6,000  and  is  also  made  applicable  in  respect  of  husbands 
with  incapacitated  wives. 

(24)  Section  213:  Moving  expenses. — A  deduction  is  allowed  for  cer¬ 
tain  moving  expenses — transportation  of  household  goods,  transporta¬ 
tion  of  the  persons  involved,  and  meals  and  lodging  of  the  persons  while 
in  transit — for  employees  who  are  not  reimbursed  for  these  expenses 
and  also  for  new  employees.  An  exclusion  of  these  items  is  already 
available  in  the  case  of  old  employees  who  are  reimbursed. 

(25)  Section  214:  100 -percent  dividend  deduction. — Affiliated  groups 
of  corporations,  where  there  is  an  80-percent  common  ownership, 
which  are  eligible  to  file  a  consolidated  return  but  do  not  do  so,  are 
permitted  to  take  a  100-percent  deduction  for  intercorporate  dividends 
received  from  other  members  of  the  group  if  the  group  agrees  to  be 
treated  as  a  single  entity  for  certain  purposes,  such  as  the  $25,000 
surtax  exemption  determining  what  proportion  of  its  taxes  must  be 
paid  currently,  etc. 

(26)  Section  215:  Bank  loan  insurance. — An  interest  deduction  is 
denied  for  amounts  borrowed  under  a  systematic  plan  to  pay  premiums 
on  life  insurance  under  policies  purchased  after  August  6,  1963.  The 
deduction  is  denied  only  if  part  or  all  of  four  of  the  first  seven  annual 
premiums  are  borrowed,  the  interest  exceeds  $100  a  year,  the  amounts 
borrowed  were  not  unforeseen  emergencies,  or  the  amounts  borrowed 
were  not  incurred  in  connection  with  a  business. 

(27)  Section  216:  Face-amount  certificate  companies. — Financial 
institutions  subject  to  State  banking  laws  and  issuing  face-amount 
certificates  are  not  in  any  event  to  be  denied  a  deduction  for  interest 
paid  on  these  certificates  under  section  265(2)  of  the  code  (relating  to 
interest  indebtedness  to  carry  tax-exempt  obligations)  to  the  extent 
the  tax-exempt  obligations  do  not  constitute  more  than  15  percent  of 
the  average  of  the  institutions’  total  assets. 

(28)  Section  217:  Travel  expenses. — The  rule  adopted  in  1962  which 
disallows  a  portion  of  travel  expenses  for  certain  business  trips  com¬ 
bined  with  a  vacation  is  modified  to  apply  only  in  the  case  of  travel 
outside  the  United  States. 

(29)  Section  218:  Reorganizations. — Tax-free  status  is  provided  for 
a  stock-for-stock  reorganization  where  the  corporation  acquiring  the 
stock  exchanges  the  voting  stock  of  its  parent  corporation  for  the 
stock  of  the  corporation  being  acquired. 
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(30)  Section  219:  Multiemployer  pension  plans. — Provision  is  made 
foi  the  reti  oactive  Qualification  of  a  pension  plan  under  a  multiem- 
ployer  agreement  with  unions  where  the  pension  plan  subsequently 
becomes  qualified. 

(31)  Section  220:  Pension  coverage  of  employees  abroad— U.S. 
corporations  are  to  be  permitted  to  extend  coverage  under  their 
qualified  pension,  profit  sharing,  et  cetera,  plans  to  U.S.  citizens 
employed  by  foreign  subsidiaries  or  by  domestic  subsidiaries  operating 
outside  the  United  States.  Generally,  this  treatment  will  not  be 
available  in  the  case  of  foreign  subsidiaries  unless  their  employees  are 
also  covered  for  social  security  purposes. 

(32)  Section  221 :  Stock  options. — The  present  tax  treatment  of  em¬ 
ployee  stock  options  is  further  restricted,  the  principal  additional 
restrictions  being — 

(а)  The  stock  when  acquired  must  be  held  for  3  years  or  more  ; 

(б)  The  options  must  not  be  for  a  period  of  more  than  5  years ; 

(c)  The  option  price  must  at  least  equal  the  market  price  of 
the  stock  when  the  option  is  granted ; 

(d)  Stockholders’  approval  of  the  options  must  be  obtained ;  and 

(e)  The  extent  to  which  new  options  may  be  exercised  when 
old  options  are  outstanding  is  restricted. 

Separate  tax  treatment  is  provided  for  employee  stock  purchase 
plans  which  are  available  to  all  employees  on  a  nondiscriminatory 
basis  under  rules  which  are  substantially  the  same  as  under  present 
law. 

(33)  Section  222:  Revolving  credit. — Installment  sales  treatment, 
under  which  the  income  is  reported  as  the  installment  is  received,  is 
extended  to  revolving  credit  sales  with  respect  to  accounts  not  used 
as  ordinary  charge  accounts. 

(34)  Section  223:  Contested  items. — Where  a  taxpayer  contests  a 
tax  or  other  liability,  he  is,  nevertheless,  to  be  permitted  a  deduction 
for  the  item  in  the  year  in  which  he  makes  the  payment  if  this  is 
earlier  than  the  year  in  which  the  contest  is  settled. 

(35)  Section  224:  Unstated  interest. — Where  property  is  sold  on  an 
installment  basis  and  either  no,  or  very  little,  interest  is  charged  on 
the  installments,  an  appropriate  amount  of  each  installment  is  to  be 
treated  as  if  it  were  an  interest  payment.  This  section  also  provides 
that  the  interest  element  in  certain  installment  payments  for  educa¬ 
tional  services  (including  lodging)  may  be  treated  as  deductible 
interest. 

(36)  Section  225:  Personal  holding  companies. — The  percentage  of 
passive  income  which  may  result  in  a  company  being  classified  as  a 
personal  holding  company  is  reduced  from  80  to  60  percent  and 
amendments  are  made  so  that  the  personal  holding  company  tax  cannot 
be  avoided  by  using  rental  income  or  oil  or  gas  or  mineral  royalties 
(or  working  interests)  to  shelter  substantial  amounts  of  investment 
income,  such  as  dividends  and  interest,  from  the  personal  holding 
company  tax.  Other  restrictive  amendments  are  also  made.  In 
addition,  relief  is  provided  for  those  companies  which  are  not  now 
personal  holding  companies,  but  would  be  under  the  new  definitions. 
They  are  permitted  favorable  liquidation  treatment  in  certain  cases 
and  also  permitted  a  deduction  in  computing  the  personal  holding 
company  income  for  paying  off  existing  debts.  The  section  also  pro¬ 
vides  that  the  basis  of  foreign  personal  holding  company  stock  trans- 
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mitted  at  death  is  to  be  increased  by  the  Federal  estate  tax  attributa¬ 
ble  to  appreciation  in  such  stock. 

(37)  Section  226:  Aggregations  of  property. — For  the  future,  oil  and 
gas  leases  and  acquisitions  may  no  longer  be  aggregated  into  “oper¬ 
ating  units”  in  determining  what  constitutes  a  property  for  purposes  of 
computing  the  50-percent  net  income  limitation  in  the  case  of  the  per¬ 
centage  depletion  deduction. 

(38)  Section  227 :  Iron  ore  royalties. — Capital  gains  treatment  is  ex¬ 
tended  to  iron  ore  royalties  where  the  iron  ore  is  mined  in  the  United 
States  and  the  persons  acquiring  the  ore  are  not  related  to  the  persons 
owning  the  property. 

(39)  Section  228:  Insurance  companies. — Three  changes  are  made 
with  respect  to  the  income  tax  of  insurance  companies: 

(a)  The  present  rule  providing  for  the  deduction  of  certain 
distributions  in  1958  through  1961  to  shareholders  pursuant  to 
“mutualizations”  of  stock  life  insurance  companies  are  extended 
to  cover  distributions  in  1962; 

( b )  The  requirement  of  present  law  that  life  insurance  com¬ 
panies,  and  small  mutual  casualty  insurance  companies  taxed 
on  investment  income  only,  are  to  ratably  accrue  market  discount 
on  purchased  bonds  as  ordinary  income  is  removed  with  the  result 
that  this  will  be  treated  as  capital  gains ;  and 

(c)  A  change  is  made  to  assure  the  deductibility  of  qualified 
pension  plan  contributions  of  stock  casualty  insurance  companies. 

(40)  Section  229:  Mutual  funds. — Regulated  investment  com¬ 
panies  (i.e.,  mutual  funds  meeting  certain  requirements)  are  to  be 
given  45  days  after  the  close  of  their  taxable  year  rather  than  30  days 
to  give  notices  to  their  shareholders  as  to  the  treatment  by  the  share¬ 
holders  of  income  received  from  the  companies.  In  addition,  a 
provision  is  added  to  the  effect  that  distributions  by  a  unit  investment 
trust  liquidating  an  individual's  interests  in  the  trust  are  not  to  be 
considered  as  giving  rise  to  capital  gains  tax  with  respect  to  interests 
of  other  investors  still  in  the  trust. 

(41)  Section  230:  Capital  loss  carryovers. — Individuals  will  have  an 
unlimited  carryover  of  capital  losses.  (Instead  of  the  5-year  carry¬ 
over  of  present  law).  However,  these  losses  are  to  retain  their 
character  as  short-term  or  long-term  losses  (rather  than  always  being 
treated  as  short-term  losses  in  the  year  to  which  they  are  carried).) 

(42)  Section  231:  Gains  on  real  estate. — In  the  case  of  real  estate 
sold  in  the  future,  any  depreciation  deduction,  to  the  extent  the 
deductions  exceed  the  depreciation  which  would  have  been  allow¬ 
able  under  the  straight  line  method  (but  only  to  the  extent  of  any  gain), 
are  to  be  treated  as  giving  rise  to  ordinary  income.  However,  in 
the  case  of  property  held  more  than  20  months,  the  amount  treated  as 
ordinary  income  is  to  be  reduced  by  1  percent  for  each  month  of 
holding  over  20,  with  the  result  that  these  amounts  are  taxed  as 
capital  gains,  rather  than  as  ordinary  income,  in  the  case  of  real 
property  held  more  than  10  years. 

(43)  Section  232:  Averaging. — In  place  of  the  various  specialized 
averaging  provisions  available  under  present  law,  what  in  effect 
amounts  to  averaging  of  income  over  a  5-year  period  is  to  be  available 
for  the  income  in  the  current  year  which  exceeds  the  average  of  the 
income  of  the  4  prior  years  by  more  than  one-third  but  only  if  the 
excess  over  this  \){  amounts  to  more  than  $3,000. 
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(44)  Section,  233.  Subchapter  S  corporations. — In  the  case  of  sub- 
chapter  S  t  orpoi  at  ions,  the  income  ol  which  is  treated  essentially  like 
partnership  income,  it  is  provided  that  certain  distributions  of  money 
after  the  close  of  a  taxable  year  may  be  treated  as  made  during  the 
year,  in  order  to  prevent  the  double  inclusion  of  this  income  in  the  tax 
base  ol  a  shareholder;  and  that  a  corporation  member  of  an  affiliated 
gioup  may  elect  subchapter  S  treatment  ll  the  only  other  members  of 
the  group  are  inactive  subsidiary  corporations. 

(45)  Section  23 4:  ( 'onsolidated  returns. — The  2-percent  penalty  tax 
which  presently  must  be  paid  by  corporations  for  the  privilege  of  filino- 
consolidated  returns  is  repealed. 

(46)  Section  235:  Multiple  surtax  exemptions. — For  corporations 
wheie  there  is  common  control  to  the  extent  of  80  percent  or  more,  the 
corporations  involved  may,  as  under  present  law,  file  a  consolidated 
return  (except  in  the  case  of  brother-sister  affiliations),  or  may  claim 
one  $25,000  surtax  exemption  for  the  group,  or  alternatively  may 
continue  to  each  claim  their  own  surtax  exemption  if  a  special  tax 
of  6  percent  is  paid  upon  the  first  $25,000  of  the  income  of  each 
ol  these  corporations.  In  addition,  under  present  law,  corpora¬ 
tions  may  not  transfer  directly  all  or  part  of  their  property  (other  than 
money)  to  another  corporation  if  the  other  corporation  was  created 
for  the  purpose  of  acquiring  the  property  and  was  not  actively  engaged 
in  business  at  the  time  of  the  acquisition  and  still  have  each  of  these 
corporations  eligible  for  its  own  surtax  exemption.  This  treatment  is 
extended  to  cover  cases  where  the  same  result  is  obtained  indirectly  as 
well  as  directly  and  also  where  the  result  is  obtained  where  five  or 
fewer  individuals  who  control  a  corporation  transfer  property  directly 
or  indirectly  to  a  transferee  corporation. 

(47)  Section  236:  Tax  liens. — A  purchaser  (but  not  a  mortgagee  or 
pledgee)  ol  a  motor  vehicle  who  acquires  possession  will  not  be  subject 
to  a  Federal  tax  lien  against  the  motor  vehicle,  notice  of  which  has  been 
publicly  filed  unless  he  has  actual  knowledge  of  the  existence  of  the  lien. 

(48)  Section  237:  Earned  income  of  U.S.  citizens  abroad. — In  the 
case  of  U.S.  citizens  who  are  present  in  a  foreign  country  for  17  out 
of  18  consecutive  months,  or  who  are  bona  fide  residents  of  a  foreign 
country  for  not  more  than  3  years,  the  limitation  on  the  exclusion 
from  gross  income  is  continued  at  $20,000;  but  in  the  case  of  a  U.S. 
citizen  who  is  a  bona  fide  resident  of  a  foreign  country  for  more  than 
3  years  the  exclusion  is  to  be  $25,000  after  1964  (instead  of  $35,000). 

(49)  Section  238:  Cuban  seizures  oi  nonbusiness  property. — A  de¬ 
duction  for  losses  occasioned  by  the  seizure,  by  Cuba,  of  personal 
residences  (and  other  tangible  nonbusiness  property)  is  made  avail¬ 
able  prospectively  by  treating  such  losses  as  losses  arising  from  a 
casualty. 

(50)  Section  239:  Refund  of  self-employment  tax. — This  permits 
persons  who  paid  self-employment  tax  and  who  are  later  covered  for 
the  same  period  by  a  retroactive  social  security  agreement  entered 
into  by  a  State  to  obtain  a  refund  of  the  self-employment  tax.  Em¬ 
ployees  may  already  obtain  a  refund  of  the  social  security  taxes  paid 
by  them  in  this  situation. 

(51)  Section  2 If):  Estate  tax  on  reversionary  or  remainder  interest. — 
This  provides  3  years  (rather  than  2)  after  a  precedent  interest  termi¬ 
nates  for  the  payment  of  estate  tax  with  respect  to  reversionary  or 
remainder  interests  if  earlier  payment  results  in  undue  hardship. 
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(52)  Section  301:  Optional  tax  tables. — Optional  tax  tables  are  pro¬ 
vided  for  those  with  adjusted  gross  income  of  less  than  $5,000  for  the 
year  1964  and  for  1965  and  for  subsequent  years.  These  tables  reflect 
the  rate  reductions  for  individuals  referred  to  in  section  111  above. 

(53)  Section  302:  Withholding. — Provision  is  made  for  a  withhold¬ 
ing  rate  ol  14  percent  in  lieu  of  the  18  percent  applicable  under  present 
law.  This  is  to  apply  to  payments  made  after  the  seventh  day  fol¬ 
lowing  the  date  of  enactment  of  this  bill.  Withholding  rate  tables  to 
reflect  this  14-percent  withholding  rate  are  also  provided. 
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[ February  25,  1964] 

IP.  3424] 

REVENUE  ACT  OF  1964 

Mr.  MILLS.  Mr.  Speaker,  I  call  up  the 
conference  report  on  the  bill  (H.R.  8363) 
to  amend  the  Internal  Revenue  Code  of 
1954  to  reduce  individual  and  corporate 
taxes,  to  make  certain  structural  changes 
with  respect  to  the  income  tax,  and  for 
other  purposes,  and  ask  unanimous  con¬ 
sent  for  the  statement  of  the  Managers 
on  the  part  of  the  House  to  be  read  in 
lieu  of  the  report. 

The  Clerk  read  the  title  of  the  bill. 

The  SPEAKER  pro  tempore.  Is  there 
objection  to  the  request  of  the  gentleman 
from  Arkansas? 

There  was  no  objection. 

The  Clerk  read  the  statement. 

(For  conference  report  and  statement, 
see  proceedings  of  the  House  of  February 
24,  1964.) 

Mr.  MILLS  (interrupting  the  reading) . 
Mr.  Speaker,  in  view  of  the  length  of  the 
statement,  I  ask  unanimous  consent  that 
further  reading  of  the  statement  be  dis¬ 
pensed  with. 

The  SPEAKER  pro  tempore.  Is  there 
objection  to  the  request  of  the  gentleman 
from  Arkansas? 

There  was  no  objection. 

Mr.  MILLS.  Mr.  Speaker,  I  yield  my¬ 
self  10  minutes. 

Mr.  Speaker,  it  was  13  months  ago  yes¬ 
terday,  on  January  24,  1963,  that  the 
late  President  Kennedy  sent  to  the  Con¬ 
gress  his  tax  message.  We  are  now 
reaching  the  final  stages  of  legislative 
consideration  of  that  tax  message. 

Before  going  into  a  discussion  of  the 
conference  report  itself,  I  wish-  to  take 
this  opportunity  once  again  to  state  the 
implications  of  this  legislation,  which 
will  be  known  as  the  Revenue  Act  of 
1964,  for  the  fiscal  policy  of  the  United 
States. 

As  we  said  last  September,  in  our 
humble  judgment  this  legislation  meets 
the  requirements  of  fiscal  responsibility. 
It  is  a  part  of  an  overall  program  to 
conduct  the  affairs  of  the  Federal  Gov¬ 
ernment  in  such  a  way  that  a  balanced 
budget  can  be  achieved  in  an  economy 
which  is  growing  rapidly,  providing  ade¬ 
quate  employment  and  investment  op¬ 
portunities,  making  full  use  of  its  capital 
and  human  resources,  and  giving  the 
fullest  possible  play  to  the  initiative  and 
venturesomeness  of  the  private  sector  of 
the  economy. 

This  bill  has  been  referred  to  as  a 
historic  piece  of  legislation.  It  is  that, 
Mr.  Speaker,  not  merely  because  it  pro¬ 
vides  the  largest  tax  reduction  in  our 
history  but  also  because  of  the  fact  that 


it  is  explicitly  aimed  at  achieving  the  ob¬ 
jectives  which  have  just  been  enumer¬ 
ated. 

We  cannot  and  should  not,  of  course, 
expect  miracles  from  this  bill.  It  will 
not  eliminate  overnight  all  poverty  in 
the  United  States  and  make  depressed 
areas  only  an  ugly  memory.  It  will  not 
immediately  reduce  unemployment  below 
4  percent  and  guarantee  profitable  op¬ 
erations  for  every  single  business  con¬ 
ducted  throughout  the  country.  It  will 
not  for  all  time  eliminate  business  cycles, 
nor  will  it  overcome  immediately  all  the 
economic  dislocations  occurring  in  this 
dynamic  and  technically  progressive 
country.  It  will  not  prvoide  an  instant 
cure  for  our  balance-of-payments  defi¬ 
cits. 

Mr.  Speaker,  this  legislation  will,  how¬ 
ever,  contribute  to  and  make  possible  a 
very  substantial  increase  in  the  level  of 
total  economic  activity  in  the  country 
and  thus  increase  the  gross  national 
product,  and  in  turn  it  will  contribute 
to  fuller  use  of  our  growing  labor  force 
and  stock  of  capital  in  the  United  States, 
determined  not  by  Government  decision 
but  by  private  decisions.  It  will  specifi¬ 
cally  increase  the  overall  profitability  of 
business  and  enhance  the  financial  ca¬ 
pacity  and  incentives  of  business  for  in¬ 
vestment.  It  will  increase  the  attractive¬ 
ness  of  investment  in  the  United  States 
compared  to  investment  abroad,  and  in 
this  way  materially  reduce  the  net  out¬ 
flow  of  private  long-term  capital  from 
the  United  States,  which  is,  as  we  know, 
one  of  the  major  sources  of  our  balance- 
of-payments  problem. 

This  tax  bill  will  greatly  increase  the 
prospects  for  success  and  reduce  the 
costs  of  public  and  private  programs  for 
reducing  poverty,  eliminating  depressed 
areas,  and  facilitating  adjustments  by 
labor  and  business  to  the  dynamics  of 
our  economy. 

All  of  us  know,  of  course,  that  this  is 
not  the  final  word  in  the  field  of  tax 
policies.  This  bill  should  be  followed 
in  the  course  of  time  by  other  bills  aimed 
at  the  objective  which  this  bill  has  in 
mind.  Mr.  Speaker,  that  objective  can 
be  accomplished  if  v/e  will  bear  in  mind 
that  all  that  is  required  in  return  for 
doing  so  is  the  executive  departments 
and  the  Congress  and  the  American  peo¬ 
ple  working  together  to  bring  about  very 
close  and  tight  rein  on  the  spending 
levels  of  Government. 

I  would  take  it,  Mr.  Speaker,  that  the 
American  people  in  accepting  this  action 
by  the  Congress  are  hoping  that  we  can 
make  it  one  of  the  Nation’s  habits  to 
believe  in  economy  in  operation  of  Gov¬ 
ernment  in  order  that  the  tax  road  ave¬ 
nue  may  not  be  discontinued  or  misused 
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in  the  future.  We  must  be  careful  as  we 
proceed  after  the  enactment  of  this  leg¬ 
islation,  for  even  a  1-year  detour  from 
our  determination  to  hold  a  tight  rein 
on  Federal  expenditures  can  get  us  off 
this  track  and  make  impossible  further 
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adjustments  in  the  years  ahead  with  the 
tax  burdens  that  are  borne  by  the  Amer¬ 
ican  taxpayer. 

Mr.  Speaker,  I  feel  that  it  is  equally 
important  in  time,  if  circumstances  will 
permit,  for  the  Congress  to  take  a  look 
into  the  field  of  excise  taxes,  as  Congress 
has  in  this  legislation  taken  a  look  into 
the  field  of  income  taxes  and  brought 
about  adjustments.  There  are  those  on 
the  outside,  Mr.  Speaker,  who  will  ar¬ 
gue — and  with  a  great  deal  of  justifica¬ 
tion— that  we  can  do  as  much  through 
adjustments  of  excises  in  helping  indi¬ 
vidual  initiative  and  venturesomeness  as 
we  can  do  by  adjusting  rates  of  income 
taxes. 

I  hope,  Mr.  Speaker,  that  we  shall  keep 
in  mind  the  pledge  that  we  made  as  we 
vote  for  this  conference  report  and  as 
we  voted  for  the  bill  last  September,  that 
is,  keep  in  mind  the  pledge  that  we  made 
to  exercise  all  the  possible  restraint  that 
we  can  on  the  spending  side  of  Govern¬ 
ment  so  as  to  make  these  further  cut¬ 
backs  in  tax  policy  possible. 

Mr.  HALLECK.  Mr.  Speaker,  will  the 
gentleman  yield  to  me? 

Mr.  MILLS.  I  will  be  glad  to  yield  to 
the  gentleman  from  Indiana. 

Mr.  HALLECK.  Of  course,  the  step 
about  to  be  taken  today  is  a  very  con¬ 
siderable  one.  Will  the  gentleman  agree 
with  me  if  this  conference  report  is 
adopted — and  it  is  my  opinion  that  it 
will  be  adopted — that  it  ought  to  mean 
for  all  of  us  who  have  some  idea  of 
fiscal  responsibility,  who  do  not  want  to 
see  inflation  take  away  whatever  value 
there  is  in  this  tax  cut,  that  we  really 
have  to  tighten  up  our  belts  and  vote 
against  additional  appropriations  and 
vote  to  hold  them  down;  and,  what  is 
more  than  that,  vote  against  the  addi¬ 
tional  built-in  expenditures  that  are  in¬ 
volved  in  so  many  of  the  programs  that 
are  proposed  which  call  for  more  Fed¬ 
eral  spending? 

Mr.  MILLS.  My  friend  from  Indiana 
knows  I  have  stated  on  many  occasions 
the  importance  of  holding  the  line  on 
spending.  I  mean  by  that  we  not  permit 
spending  to  rise,  as  revenues  will  rise 
following  the  enactment  of  this  legisla¬ 
tion,  so  that  those  increases  in  revenue 
will  catch  up  with  expenditures  and 
make  impossible  a  balanced  budget.  If 
we  do  that,  and  if  we  hold  this  line — 
and  I  differ  with  my  friend  in  this  re¬ 


spect  although  I  have  not  heard  him 
comment  and  if  I  am  misstating  his 
thinking  I  will  yield  again — I  think  we 
have  begun  to  hold  that  line.  In  the 
Congress  I  believe  we  have  done  this  and 
I  believe  we  have  done  this  in  the  budget 
which  has  been  submitted.  This  is  an 
indication  of  a  determination  in  other 
places  that  the  Congress  will  hold  this 
line. 

The  SPEAKER  pro  tempore.  The 
time  of  the  gentleman  from  Arkansas 
has  expired. 

Mr.  MILLS.  I  yield  myself  5  addi¬ 
tional  minutes. 

Mr.  HALLECK.  Mr.  Speaker,  will  the 
gentleman  yield  further? 

Mr.  MILLS.  I  yield  to  the  gentleman 
from  Indiana. 

Mr.  HALLECK.  May  I  say  to  the  gen¬ 
tleman  from  Arkansas  that  in  my  opin¬ 
ion  the  Congress  of  the  United  States 
here  in  the  House  of  Representatives 
particularly  did  a  very  fine  job  in  cut¬ 
ting  down  on  appropriations  last  year. 
However,  we  have  an  additional  road 
coming  along.  I  am  quite  sure  that  there 
is  still  a  lot  of  work  to  be  done  if  we  are 
to  hold  down  spending  in  the  coming 
year  and  avoid  increased  spending  in 
subsequent  years.  That  is  what  I  be¬ 
lieve  to  be  our  purpose  here  if  we  are 
to  make  this  tax  reduction  bill  mean¬ 
ingful. 

Mr.  MILLS.  The  gentleman  is  emi¬ 
nently  correct,  that  we  must  be  aware  of 
what  we  are  doing  this  year  as  well  as 
in  future  years  when  we  set  the  pattern 
of  spending. 

Mrs.  GRIFFITHS.  Mr.  Speaker,  will 
the  gentleman  yield? 

Mr.  MILLS.  I  am  delighted  to  yield 
to  the  gentlewoman  from  Michigan. 

Mrs.  GRIFFITHS.  I  would  like  to  ask 
the  gentleman  from  Arkansas  if  in  his 
opinion  the  intangibles  property  tax  re¬ 
mains  under  this  section  deductible? 

Mr.  MILLS.  The  gentlewoman  is  re¬ 
ferring  to  the  tax  imposed  on  intangible 
personal  property  in  the  State  of  Michi¬ 
gan? 

Mrs.  GRIFFITHS.  Yes. 

Mr.  MILLS.  The  answer  is  “Yes”; 
those  taxes  would  still  be  deductible  for 
income  tax  purposes  since  they  are  either 
business  expenses  or  expenses  incurred 
in  the  present  or  possible  future  produc¬ 
tion  of  income. 

Mrs.  GRIFFITHS.  'Mr.  Speaker,  I  ask 
unanimous  consent  to  insert  into  the 
Record  at  this  point  an  answer  of  Mr. 
Stanley  S.  Surrey,  Assistant  Secretary 
of  the  Treasury,  on  this  subject. 

The  SPEAKER  pro  tempore.  Is  there 
objection  to  the  request  of  the  gentle¬ 
woman  from  Michigan? 
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There  was  no  objection. 

The  letter  referred  to  follows: 

Treasury  Department, 
Washington,  D.C.,  December  6, 1963. 
Hon.  Martha  W.  Griffiths, 

House  of  Representatives, 

Washington,  D.C. 

Dear  Mrs.  Griffiths:  Your  letter  to  Secre¬ 
tary  Dillon,  dated  November  7,  has  been  re¬ 
ferred  to  this  office  for  reply. 

Your  letter  encloses  a  copy  of  a  letter  from 
Mr.  Henry  T.  Bod  man,  president  of  the  Na¬ 
tional  Bank  of  Detroit,  which  questions  the 
continued  deductible  status  of  the  Michigan 
Intangibles  tax  under  H.R.  8363,  the  Revenue 
Act  of  1963. 

A  close  examination  of  section  207  of  H.R. 
8363  indicates  clearly  that  your  opinion  Is 
correct;  the  Michigan  intangibles  tax  would 
continue  to  be  deductible.  As  Mr.  Bodman 
notes  in  his  letter,  section  164(a)  of  the  In¬ 
ternal  Revenue  Code  of  1964  (as  it  would  be 
amended  by  section  207  of  HJR.  8363)  pro¬ 
vides,  in  the  last  sentence,  for  the  deduction 
of  State  and  local  taxes  which  are  paid  or  ac¬ 
crued  during  the  taxable  year  in  carrying  on 
any  activity  described  in  section  212  (relat¬ 
ing  to  expenses  for  production  of  income) . 

.So  far  as  here  material,  the  activities  de¬ 
scribed  in  section  212  are  the  production  or 
collection  of  Income  and  the  management, 
conservation,  or  maintenance  of  property 
held  for  the  production  of  income.  The  reg¬ 
ulations  promulgated  under  section  212  make 
clear  that  the  section  Is  interpreted  broadly 
to  cover,  in  general,  expenses  attributable 
to  all  property  except  property  held  for  the 
production  of  tax-exehapt  Income  or  as  a 
hobby.  Thus  regulations  section  1.212-1  (b) 
provides: 

The  term  "income”  for  the  purpose  of  sec¬ 
tion  212  Includes  not  merely  Income  of  the 
taxable  year  but  also  Income  which  the  tax-  , 
payer  has  realized  In  a  prior  taxable  year  or 
may  realize  in  subsequent  taxable  years;  and 
is  not  confined  to  recurring  Income  but  ap¬ 
plies  as  well  to  gains  from  the  disposition  of 
property.  For  example,  If  defaulted  bonds, 
the  Interest  from  which  if  received  would  be 
Includible  in  income,  are  purchased  with -the 
expectation  of  realizing  capital  gains  on  their 
resale,  even  though  no  current  yield  thereon 
Is  anticipated,  ordinary  and  necessary  ex¬ 
penses  thereafter  paid  or  Incurred  in  connec¬ 
tion  with  such  bonds  are  deductible.  Simi¬ 
larly,  ordinary  and  necessary  expenses  paid 
or  incurred  in  the  management,  conserva¬ 
tion,  or  maintenance  of  a  building  devoted 
to  rental  purposes  are  deductible  notwith¬ 
standing  that  there  Is  actually  no  Income 
therefrom  in  the  taxable  year,  and  regard¬ 
less  of  the  manner  in  which  or  the  purpose 
for  which  the  property  in  question  was  ac¬ 
quired.  Expenses  paid  or  incurred  in  man¬ 
aging,  conserving,  or  maintaining  property 
held  for  Investment  may  be  deductible  under 
section  212  even  though  the  property  is  not 
currently  productive  and  there  is  no  likeli¬ 
hood  that  the  property  will  be  sold  at  a  profit 
or  will  otherwise  be  productive  of  income  and 
even  though  the  property  is  held  merely  to 
minimize  a  loss  with  respect  thereto. 

Thus,  in  the  usual  case,  the  Michigan  in-  i 
tangible  tax  would  be  deductible  under  the 
last  sentence  of  amended  section  164(a)  of 


the  code  without  any  consideration  *  of 
whether  it  would  also  be  deductible  under 
paragraph  2  or  3  of  amended  section  164(a). 
However,  in  the  case  of  State  or  local  obli¬ 
gations,  the  interest  on  which  is  wholly  ex¬ 
cluded  from  income  under  section  102  of  the 
code,  the  last  sentence  of  section  164(a) 
would  not  apply.  The  Michigan  intangible 
tax  would  nevertheless  be  deductible  in  such 
cases  as  a  personal  property  tax  specified 
in  amended  section  164(a)(2)  of  the  code. 
Section  164(b)(1)  of  the  code  would  define 
the  term  "personal  property  tax”  as  an  ad 
valorem  tax  which  Is  Imposed  on  an  annual 
basis  in  respect  of  personal  property.  There 
Is  no  doubt  that  the  Michigan  intangible  tax 
is  imposed  on  an  annual  basis  in  respect  of 
personal  property.  It  is  true  that  the  Michi¬ 
gan  intangible  tax  Is  imposed  "on  the  prlv- 
.  ilege  of  ownership”  (Mich.  Comp.  Stat.  sec. 
205.132).  Nevertheless  it  is  imposed  "in  re¬ 
spect  of  personal  property”  within  the  mean¬ 
ing  of  section  164(b)(1)  of  the  code.  This 
is  made  clear  in  the  technical  explanation 
of  H.R.  8363  contained  in  the  Report  of  the 
Committee  on  Ways  and  Means  of  the  House 
of  Representatives  (H.  Rept.  749,  88th  Cong., 
1st  sess.,  p.  A42)  : 

"A  tax  may  be  considered  to  be  Imposed  in 
respect  of  personal  property  even  if  in  form 
it  is  imposed  on,  the  exercise  of  a  privilege. 
For  example,  an  annual'  ad  valorem  tax 
qualifies  as  a  personal  property  tax  although 
it  is  denominated  a  registration  fee  Imposed 
for  the  privilege  of  registering  motor  vehicles 
or  of  using  them  on  the  highways.” 

There  remains,  then  only  the  question 
whether  the  Michigan  intangibles  tax,  as  it 
applies  to  municipal  bonds,  is  an  ad  valorem 
tax.  The  term  "ad  valorem,"  as  used  in 
amended  section  164(b)(1)  of  the  code,  is 
explained,  at  page  A42  of  House  Report  No. 
749,  meaning  "substantially  in  proportion  to 
the  value  of  the  personal  property.”  The 
Michigan  intangibles  tax  as  it  applies  to 
municipal  bonds  Is  an  ad  valorem  tax  within 
this  meaning.  The  tax  Is  imposed,  in  the 
case  of  income-producing  intangibles,  at  the 
rate  of  3  y2  percent  of  the  income  but  in  no 
event  less  than  one-tenth  of  1  percent  of 
the  face  or  par  value  of  each  item,  and,  in  the 
case  of  non-lncome-produclng  intangibles, 
at  the  rate  of  one-tenth  of  1  percent  of  said 
face  or  par  value.  In  the  case  of  municipal 
bonds  or  obligations,  the  measure  of  the  tax 
(3/4  percent  of  income  or  one-tenth  of  1  per- 
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cont  of  face  value)  is  sufficiently  related  to 
the  value  of  the  property  to  be  substantially 
in  proportion  to  such  value  for  purposes  of  ■ 
section  164. 

Thus,  the  Michigan  intangibles  tax,  both 
as  it  applies  to  municipal  bonds  and  as  it  * 
applies  to  other  property,  will  continue  to 
be  a  deductible  tax  under  HJR.  8363  and  no 
amendment,  such  as  suggested  by  Mr.  Bod- 
7  mkn,  is  necessary. 

Sincerely  yours, 

.  -  Stanley  S.  Surrey, 

^  Assistant  Secretary. 

Mr.  VANIK.  Mr,  Speaker,  will  the 
gentleman  yield?  * 

Mr.  MILLS.  I  yield  to  the  gentleman 
from  Ohio. 
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Mr.  VANIK.  I  would  like  to  inquire 
of  the  distinguished  chairman  of  the 
Committee  on  Ways  and  Means  in  con¬ 
nection  with  the  new  section  relating  to 
losses  arising  from  expropriation  of 
property  by  governments  of  foreign 
countries.  Will  you  kindly  advise  me 
whether  such  losses  will  be  measured 
from  the  loss  to  the  taxpayer  of  the 
property  expropriated  or  shall  such  losses 
relate  to  the  alleged  value  of  the  prop¬ 
erty  at  the  time  of  expropriation  includ¬ 
ing  such  things  as  the  appreciated  value 
,  of  mineral  rights,  loss  of  profit  and 
future  profits? 

Mr.  MILLS.  The  gentleman  from 
Ohio  is  referring  to  the  10-year  carry¬ 
forward  on  these  losses? 

Mr.  VANIK.  Yes.  /' 

Mr.  MILLS.  The  10-year  carryfor¬ 
ward  can  be  plected  by  a  taxpayer  in 
lieu  of  the  present  arrangement  in  law 
which  provides  for  a  3 -year  carryback 
or  a  5-year  carryforward  of  operating 
losses  generally.  Under  section  165  of 
the  code  which  relates  to  property  losses 
and  section  166  of  the  code  which  re¬ 
lates  to  debt  losses,  it  is  quite  clear  that 
all  the  taxpayer  gets  in  the  way  of  losses 
resulting  from  expropriation  of  his  busi¬ 
ness  property  is  his  adjusted  basis  in 
those  properties;  that  is,  what  he  paid 
for  the  properties,  plus  the  improve¬ 
ments  that  he  may  have  made  to  those 
properties,  less  depreciation— not  what 
he  may  feel  the  property  is  worth,  not 
even  what  it  may  be  considered  to  be 
worth  by  those  fixing  a  fair  market  value 
on  the  property.  It  is  only  his  adjusted 
cost  that  he  gets  back. 

I  will  say  further  to  the  gentleman  that 
it  merely  substitutes  for  the  existing  rule 
a  different  carryover  period.' 

(Mr.  VANIK  asked  and  was  given  per¬ 
mission  to  extend  his  remarks.) 

Mr.  VANIK.  Mr.  Speaker,  the  prime 
purpose  of  my  question  was  to  insure 
that  the  so-called  Long  amendment 
which  would  provide  a  10 -year  tax  carry¬ 
forward  with  no  carryback  for  corpora¬ 
tions  which  have  suffered  expropriation 
losses  would  be  limited  in  its  effect  to 
the  actual  “out  of  pocket”  loss  of  such 
corporations.- 

In  the  report  of  the  Senate  Finance 
Committee  dated  January  28,  1964,  it 
was  pointed  out  that  the  purpose  of  this 
section  is  to  provide  assistance  to  those 
corporations  which  suffered  expropria¬ 
tion  under  Castro.  The  committee  re¬ 
port  further  says  that  the  revenue  loss 
to  the  Treasury  would  be  approximately 
$5  million  in  1965,  but  it  is  expected  to 
decline  appreciably  after  1970. 

The  primary  beneficiaries  of  this 
amendment  would  be  companies  like  the 
North  American  Sugar  Co.,  formerly 


known  as  the  Cuban  American  Co.,  which 
could  write  off  the  expropriation  credit 
against  operating  profits  in  this  coun¬ 
try.  Other  companies  which  would 
benefit  are  companies  such  as  the  Ameri¬ 
can  &  Foreign  Power  Co.  which  suffered 
expropriation  by  the  municipal  govern¬ 
ment  of  Toberia  in  Buenos  Aires  Prov¬ 
ince.  The  American  Foreign  Power  Co. 
and  the  International  Telephone  &  Tele¬ 
graph  Co.  also  suffered  expropriation 
losses  in  the  State  of  Rio  Grande  do  Sul 
in  Brazil.  These  losses  were  relatively 
small  and  some  compensation  has  been 
promised  to  offset  expropriation. 

Completely  overlooked  in  the  dis¬ 
cussions  before  the  Senate  Finance  Com¬ 
mittee  and  the  Senate  itself  are  the 
losses  of  the  Brazilian  subsidiary  cor¬ 
poration  of  the  Hanna  Corp.  known  as 
Companhia  Mineracoa  Novo  Limense 
which  acquired  the  former  St.  John  Del 
Re  Mines  in  Brazil.  In  a  statement  in 
the  Washington  Post  on  September  19, 
1963,  an  official  of  the  Companhia  Min¬ 
eracoa  Novo  Limense  sta.ted  that  the 
“area  of  the  Hanna  concessions  in  Brazil 
contained  4.6  billion  tons  of  iron  ore,  plus 
bauxite  and  dolomite  and  that  the  total 
mineral  reserves  were  worth  some  $200 
billion. 

In  view  of  the  statement  of  the  gen¬ 
tleman  from  Arkansas,  the  distinguished 
chairman  of  the  Ways  and  Means  Com¬ 
mittee  [Mr.  Mills],  that  the  legislation 
has  been  amended  to  insure  that  expro¬ 
priation  carryforward  credits  are  lim¬ 
ited  to  the  actual  cost  of  expropriated  in¬ 
vestments  less  depreciation,  the  amend¬ 
ment  is  more  acceptable.  If  a  taxpayer 
were  permitted  to  deduct  his  own  esti¬ 
mated  appreciated  value  of  the  expropri¬ 
ation,  the  “sky  would  be  the  limit.” 
Such  a  tax  loophole  would  be  repre¬ 
hensible. 

Mr.  KNOX.  Mr.  Speaker,  will  the 
gentleman  yield? 

Mr.  MILLS.  I  would  be  glad  to  yield 
to  the  gentleman  from  Michigan. 

Mr.  KNOX.  I  should  like  to  propound 
a  question  with  reference  to  the  Michi¬ 
gan  intangible  tax  law  and  go  into  it 
in  a  greater  degree.  It  is  my  under¬ 
standing  that  regardless  of  who  pays  the 
intangible  tax  imposed  by  Michigan  law, 
it  would  be  a  deductible  item  as  far  as  a 
banking  institution  is  concerned  that 
assumes  the  responsibility. 

Mr.  MILLS.  Whoever  pays  the  tax. 

Mr.  KNOX.  If  the  gentleman  will 
yield  further,  whoever  assumes  the  re¬ 
sponsibility  for  the  payment  of  the  tax 
could  use  it  as  a  cost  of  doing  business 
and  it  would  be  a  deductible  item? 

Mr.  MILLS.  Whoever  paid  the  tax 
under  the  Michigan  law  would  be  en-. 
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titled  to  a  deduction.  There  is  a  state¬ 
ment  in  the  report  filed  by  the  Senate 
accompanying  the  bill  bearing  on  the 
deductibility  of  these  taxes  which  I  am 
sure  the  gentleman  from  Michigan  has 
read.  That  makes  it  quite  clear. ^  c_  / 

Mr.  Speaker,  I  would  like  to  turn  now 
to  the  conference  action  on  the  Revenue 
Aot  of  1964  and  outline  for  you  the  prin¬ 
cipal  modifications  which  we  have  made 
in  reconciling  the  differences  between 
the  House  and  the  other  body  as  to  the 
bill. 

First,  however,  I  would  like  to  make 
a  few  general  comments  about  the  bill 
as  it  came  out  of  conference.  I  believe 
that  this  has  been  a  very  satisfactory 
conference.  I  believe  that  this  has  been 
a  conference  about  which  it  can  fairly  be 
said  that  the  bill  which  came  out  of  the 
conference  is  better  than  either  the 
House  or  Senate  versions  of  the  bill.  In 
my  opinion,  the  conferees  generally  have 
taken  the  better  of  both  versions  of  the 
bill.  i  / 

REVENUE  EFFECT  /\  —  / 

Now  let  us  look  at  the  revenue  impli¬ 
cations  of  the  bill.  I  am  attaching  at 
the  end  of  my  statement  tables  compar¬ 
ing  in  some  detail  the  differences  be¬ 
tween  the  House,  Senate,  and  confer¬ 
ence  versions  of  the  bill.  At  this  point, 
however,  I  would  like  only  to  compare 
the  overall  revenue  magnitude  of  the 
bill  as  it  emerges  from  conference  with 
tlie  House  version  of  the  bill.  For  this 
purpose,  I  shall  concentrate  on  the  cal-  - 
endar  year  1965  tax  liability  since  this 
is  generally  viewed  as  the  year  most 
nearly  reflecting  the  full  impact  of  the 
bill.  These  figures  do  not,  however,  take 
into  account  the  stimulative  or  “feed¬ 
back”  effect  of  the  bill. 

In  the  calendar  year  1965,  when  the 
bill  generally  is  fully  effective,  the  con¬ 
ference  version  is  expected  to  result  in 
a  revenue  reduction  of  about  $11.5  bil¬ 
lion;  $9.1  bililon  of  this  is  a  reduction 
for  individuals  and  $2.4  billion  a  reduc¬ 
tion  for  corporations.  As  passed'by  the 
House,  this  bill  would  have  resulted  in 
a  reduction  in  liabilities  in  the  calendar 
year  1965  of  $11.1  billion,  of  which  $8.8 
billion  would  have  gone  to  individuals 
and  $2.3  billion  to  corporations. 

Put  another  way,  this  bill,  as  agreed 
to  by  the  conferees,  will  result  in  an  addi¬ 
tional  reduction  of  approximately  $300 
million  over  and  above  the  House  ver¬ 
sion  of  the  bill.  Practically  all  of  this 
$300  million  of  additional  reduction  goes 
to  individuals. 

In  the  fiscal  year  1964,  before  account 
is  taken  of  its  stimulative  effect,  the  bill 
as  agreed  to  by  the  conferees  is  expected 
to  result  in  a  revenue  loss  of  $1.6  billion._ 


After  the  “feedback”  effect  in  that  year*" 
the  loss  is  expected  to  be  reduced  to  $1.4 
billion.  The  figures  in  the  fiscal  year 
1965  are  expected  to  be  $8.5  billion  before 
the  “feedback”  effect  and  $4.5  billion 
after  this  effect.  This,  of  course,  illus¬ 
trates  the  fact  that  the  stimulative  effect 
of  this  bill  is  expected  to  have  its  major 
impact  in  the  fiscal  year  1965  and  sub-  - 
sequent  years.  ..  _ 

RATE  REDUCTIONS  /*  ~  ,>"■  . 

An  important  factor  in  accounting  for 
the  atmosphere  in  the  conference  was 
the  fact  that  the  major  features  of  the 
,  House  and  Senate  versions  of  the  bill 
were  the  same.  Thus,  the  other  body  re¬ 
tained  the  individual  income  tax  rate 
reductions  exactly  as  provided  by  the 
House — including  splitting  the  first 
bracket  into  four  new  brackets  and  pro¬ 
viding  a  range  in  rates  for  1965  and  sub¬ 
sequent  years  from  14  to  70  percent;  The 
other  body  also  retained  the  minimum 
[P.  3*27]  / 

standard  deduction  provided  for  individ¬ 
uals  in  the  lower  income  brackets  in  the 
same  form  as  it  was  passed  by  the  House. 

The  only  change  in  the  rates  made  by 
the  other  body  was  to  provide  that  the 
withholding  tax  rate  of  14  percent,  which 
the  House  bill  would  have  provided  for 
1965  and  subsequent  years,  would  also 
be  effective  for  1964,  commencing  with 
the  8th  day  after  the  date  of  enactment 
of  the  bill.  The  House  version  of  the 
bill  would  have  provided  a  15 -percent 
withholding  rate  for  1964  and  a  14-per¬ 
cent  rate  for  1965  and  subsequent  years. 

It  was  thought  at  the  time  of  the  House 
consideration  that  the  15-percent  rate 
provided  by  the  House  bill  would  become , 
effective  as  of  January  1,  1964.  How¬ 
ever,  the  18-percent  withholding  rate  of 
present  law  has  in  fact  continued  in 
effect  up  to  this  time  and  presumably 
will  continue  untiL  sometime  early  in 
March.  Since  the  reductions  for  1964 
are  effective  January  1, 1964,  to  offset  the 
high  withholding  rate  in  the  first  part 
of  1964,  the  15-percent  rate  is  needed 
for  the  remainder  of  the  year.  There¬ 
fore,  your  conferees  agreed  to  the  14-per¬ 
cent  withholding  rate  included  in  the 
Senate  bill. 

The  other  body  also  agreed  to  the 
corporate  rate  reduction  provided  by  the 
House  bill,  which  goes  from  52  to  48  per¬ 
cent  in  1965  and  subsequent  years.  The 
Senate  also  retained  the  House  provision 
which  made  an  especially  large  de¬ 
crease — from  30  percent  down  to  22  per¬ 
cent — in  the  corporate  rate  applicable  to 
small  business.  In  addition,  the  other  , 
•body  retained  the  acceleration  in  the 
payment  of  corporate  taxes  provided  in 
the  House  bill.  .  •  ,  .  ,  . 
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DIVIDEND  CREDIT 

Still  another  major  provision  of  the 
House  bill  which  was  retained  by  the 
other  body  was  the  reduction  of  the 
dividend  credit  to  2  percent  in  1964  and 
its  repeal  for  1965  and  subsequent  years. 
Along  with  this  the  other  body  retained 
the  larger  dividend  exclusion  provided  by 
the  House. 

DECLARATION  OF  POLICY 

I  am  also  glad  to  be  able  to  report 
that,  although  the  other  body  had 
stricken  the  declaration  by  Congress 
which  we  made  in  section  1  of  the  bill, 
your  conferees  were  able  to  persuade  the 
conferees  of  the  other  body  to  restore 
this  provision.  While  this  declaration  of 
Congress  has  no  specific  statutory  effect, 
nevertheless  I  believe  that  as  an  indica¬ 
tion  of  congressional  policy  it  has  al¬ 
ready  become  an  important  guidepost  in 
our  fiscal  policy.  This  declaration  recog¬ 
nizes  that  the  tax  reduction  provided 
by  this  act  will  have  an  important  stimu¬ 
lative  effect  on  the  economy,  thereby 
raising  revenues.  It  also  directs  that 
these  additional  revenues  are  to  be  used 
to  decrease  deficits  and  eventually  to  re¬ 
duce  the  public  debt.  This  declaration 
of  Congress  further  provides  that  it  is 
congressional  policy  to  take  all  reason¬ 
able  means  of  restraining  public  spend¬ 
ing  and  urges  the  President  to  declare 
his  accord  with  this  objective. 

As  you  will  recall  this  declaration  was 
an  important  consideration  in  the  House, 
and  I  believe  it  has  been  an  important 
factor  in  accounting  for  the  decrease  in 
Government  spending  reflected  in  the 
1965  fiscal  year  budget  recently  presented 
to  us  by  the  President. 

The  retention  of  this  statement  of 
policy  makes  it  clear  that  Congress  is 
providing  this  tax  reduction  because 
through  its  stimulative  effect  on  invest¬ 
ment  and  the  increase  it  will  bring  about 
in  consumer  spending,  it  will  eventually 
lead  to  higher  levels  of  economic  ac¬ 
tivity  and  thereby  increase  rather  than 
decrease  revenues.  Also,  it  is  important 
because  it  expresses  the  congressional 
concern  with  expenditures  levels  and 
recognizes  the  need  to  restrain  these 
levels,  to  the  full  extent  consistent  with 
the  needs  of  the  country. 

Let  me  turn  now  to  the  provisions 
which  your  conferees  accepted  which 
differ  from  those  appearing  in  the  bill. 

CAPITAL  GAINS 

One  of  the  changes,  Mr.  Speaker,  has 
to  do  with  the  elimination  by  the  Senate 
of  the  provision  passed  by  the  House 
setting  up  a  new  system  of  capital  gains 
treatment.  You  will  recall  that  the 
House  bill  continued  the  50-percent  in¬ 
clusion  with  a  maximum  of  25-percent 
rate  on  capital  gains,  which  is  in  the 


existing  law,  but  added  to  that  for  assets 
which  had  been  held  for  a  period  longer 
than  2  years  a  40-percent  inclusion  with 
a  21 -percent  maximum  rate. 

Mr.  Speaker,  this  was,  I  must  admit,  a 
very  complicated  provision  of  law.  The 
Senate  voted  on  the  floor  of  the  Senate, 
the  vote  I  think  was  56  to  25,  to  eliminate 
this  provision  and  agreed  to  by  the  House 
conferees.  We  were  told  that  the  Sen¬ 
ate  Finance  Committee  would  be  per¬ 
fectly  willing  to  reconsider  the  matter  at 
some  future  date  if  we  could  develop 
some  plan  that  seemed  to  be  equitable  to 
that  committee  and  also  eliminate  some 
of  the  complexities  in  the  bill  as  it  passed 
the  House. 

CAPITAL  LOSS  CARRYOVER 

However,  we  did  retain  an  important 
feature  of  the  House  bill  in  the  area  of 
capital  gain  and  loss  taxation.  I  am 
referring  to  the  carryover  of  capital 
losses.  Present  law  provides  that  capital 
losses,  after  having  been  offset  against 
capital  gains,  can  then  be  offset  against 
ordinary  income  in  the  case  of  individ¬ 
uals  to  the  extent  of  $1,000.  Any  capital 
losses  still  remaining  may  be  carried 
over  to  the  next  year,  offset  against 
capital  gains  in  that  year,  and  then  to 
the  extent  of  $1,000  may  be  offset  against 
ordinary  income  in  that  year.  This 
procedure  may  be  repeated  for  up  to  5 
years  after  the  year  in  which  the  loss  is 
incurred.  The  House  bill  would  have 
provided  for  the  indefinite  carryforward 
of  these  capital  losses  in  this  manner, 
instead  of  limiting  the  carryforward  to 
5  years. 

We  believed  that  an  indefinite  loss 
carryforward  for  these  losses  encourages 
risk  taking,  which  is  so  fundamental  to 
the  expansion  of  our  economy.  The 
Senate  struck  this  provision  from  the  bill 
but  the  House  conferees  have  prevailed 
upon  the  Senate  conferees  to  restore  this 
House  provision.  I  believe  that  this  is 
an  important  provision  and  that  its 
restoration  will  be  an  important  factor 
in  encouraging  risk  taking  and  in 
stimulating  the  economy  generally. 

RETIREMENT  INCOME  CREDIT 

A  second  important  conference  change 
is  in  the  area  of  the  retirement  income 
credit.  Generally,  the  retirement  in¬ 
come  credit  is  coordinated  with  social 
security  payments.  Under  present  law, 
social  security  payments  are  not  subject 
to  income  tax.  The  retirement  income 
credit  attempts  to  give  a  comparable  ex¬ 
clusion  from  tax  for  those  not  receiving 
social  security — or  receiving  reduced 
amounts  of  social  security — to  the  ex¬ 
tent  of  any  other  retirement  income  the 
individuals  may  have.  However,  under 
social  security  where  a  husband  has  the 
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appropriate  number  of  quarters  of  cover-: 
age  but  the  wife  does  not,  not  only  is  a~ 
social  security  payment  made  to  the 
husband,  but  also  a  supplementary  pay¬ 
ment,  of  one-half  the  size  of  the  hus¬ 
band’s  payment,  is  made  with  respect  to 
the  wife  when  she  reaches  retirement 
age.  The  retirement  income  credit,  on 
the  other  hand,  contains  no  similar  sup¬ 
plementary  allowance  with  respect  to  a 
wife  where  she  does  not  have  prior  10 
years’  earning  experience.  A  provision 
added  by  the  other  body  to  this  bill  pro¬ 
vides  a  retirement  income  credit  of  one- 
half  the  size  of  that  going  to  the  hus¬ 
band  in  such  a  case  where  the  wife  does 
not  have  any  earnings  experience  or 
receives  only  a  small  retirement  income 
credit.  Your  conferees  found  themselves 
in  accord  with  this  objective  and  have 
therefore  agreed  to  this  provision  in  the 
Senate  version  of  the  bill,  but  with  im¬ 
portant  amendments  so  that 'this  works 
fairly  without  regard  to  whether  only 
the  husband,  or  only  the  wife,  happens 
to  have  the  retirement  income.  In  con¬ 
ference,  we  also  found  a  way  of  incor¬ 
porating  this  supplementary  retirement  \ 
income  credit  into  the  tax  form  without, 
we  believe,  seriously  complicating  the 
tax  schedule.  -  / 

GROUP  TERM  LIFE  INSURANCE  - 

-  Both  the  House  and  Senate  versions 
of  the  bill  provide  for  the  inclusion  in 
an  individual’s  tax  base  of  the  cost  of 
.  certain  amounts  of  group  term  insurance 
provided  an  employee  through  arrange- - 
ments  established  by  his  employer,  to  the 
extent  that  the  employee  does  not  him¬ 
self  pay  for  this  insurance.  The  House 
version  of  the  bill  would  have  .taxed  the 
cost  of  group  term  insurance  received 
by  an  individual  to  the  extent  the  in¬ 
surance  protection  exceeded  $30,000. 
The  other  body  would  have  taxed  /the 
.  cost  of  this  insurance  to  the  individual 
where  the  protection  was  for  more  than 
$70,000:  The  conferees  have  split  the 
difference  and  set  the  level  above  which 
the  cost  of  the  insurance  will  be  taxed  at 
protection  above  $50,000. 

WAGE  CONTINUATION  PAYMENTS - SICK  PAY 

A  fourth  important  modification  re¬ 
lates  to  sick  pay,  or  wage  continuation 
payments.  Under  the  House  bill  the  ex¬ 
clusion  for  sick  pay  was  limited  to  those 
cases  where  the  individual  was  absent 
from  work  for  30  days  or  more  and  was 
available  only  with  respect  to  up  to  $100 
a  week  received  after  the  30-day  absence 
from  work.  The  Senate  would  also  pro¬ 
vide  a  sick  pay  exclusion  in  certain  cases 
during  the  first  30  days.  The  other  body 
makes  the  sick  pay  exclusion  available 
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where  the  sick  payment  is  not  more  than 
75  percent  of  the  regular  average  weekly 
pay  of  the  individual.  Your  conferees 
have  accepted  this  provision  but  have 
modified  it  to  provide  that  within  this 
first  30  days  the  sick  pay  exclusion  will 
bnly  be  available  for  up  to  the  first  $75 
of  income.  In  addition,  it  will  be  avail¬ 
able  only  after  a  7-day  waiting  period, 
unless  the  individual  is  hospitalized,  not 
only  in  the  case  of  illnesses  but  in  the 
case  of  accidents  as  well. . 

DEDUCTIBILITY  OP  STATE  GASOLINE  TAXES 

A  fifth  important  change  is  in  the 
area  of  the  deductibility  of  State  taxes. 
The  House  provided  that  State  taxes 
were  to  be  deductible  only  in  the  case 
of  income,  property,  and  general  sales 
taxes.  This  would  have  resulted  in  a 
revenue  gain  of  some  $520  million.  The 
other  body  would  also  have  allowed  de¬ 
ductions  for  gasoline  taxes  and  autor 
mobile  tag  and  driver’s  license  taxes. 
This  would  have  reduced  the  revenue 
gain  to  $190  million,  a  loss  from  the 
House  version  of  $330  million. 

This  matter  has  been  compromised 
by  permitting  gasoline  taxes,  as  the  Sen¬ 
ate  desired,  to  continue  to  be  deductible 
but  providing  that  automobile  tag  and 
driver’s  license  taxes  no  longer  will  be 
deductible.  This  will  result  in  a  saving 
over  the  Senate  version  of  the  bill  of  $110 
million,  or  an  overall  revenue  gain  from 
present  tax  law  of  $300  million. 

UNLIMITED  CHARITABLE  CONTRIBUTION 
X  /  —  DEDUCTION 

A  sixth  important  area  of  change  is  the 
provision  in  present  law  relating  to  the 
unlimited  charitable  contribution  deduc¬ 
tion.  This  is  available  to  those  who  in 
8  out  of  the  last  10  years  have  given  90 
percent  of  their  income  to  charity  or 
paid  it  in  Federal  income  taxes.  The 
administration  had  initially  recom- 
mended  that  this  unlimited  charitable 
contribution  deduction  be  eliminated 
entirely,  but  the  House  had  not  done  so. 

The  other  body,  however,  felt  that  the 
unlimited  charitable  contribution  deduc¬ 
tion  should  not  be  available  with  respect 
to  gifts  to  private  foundations.  They 
were  concerned  because  in  the  case  of* 
these  private  foundations  the  individuals 
frequently  were  not  completely  parting 
with  the  funds  and  also  because  the 
contributions  to  these  foundations  fre¬ 
quently  do  not  immediately  find  their 
way  into  actual  charitable  operations.1 
Because  of  this  the  Senate  made  the  un¬ 
limited  charitable  contributions  unavail¬ 
able  unless  the  organization  is  one  of 
several  specified  organizations  such  as 
churches,  schools,  or  hospitals  or  alter¬ 
natively  is  an  organization  “which  nor- 
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mally  receives  a  substantial  part  of  its 
support — from  a  governmental  unit — or 
from  direct  or  indirect  contributions 
from  the  general  public.”  j,  / 

While  the  House  conferees  recognized 
the  merit  in  the  Senate  position,  never¬ 
theless  they  feared  that  the  Senate  ver¬ 
sion  was  much  too  restrictive.  It  did 
not,  for  example,  take  into  account  the 
fact  that  many  private  foundations  are 
themselves  directly  carrying  on  chari¬ 
table  functions — not  just  making  gifts 
to  other  organizations — and  that  in  these 
cases  the  funds  are  finding  their  way 
into  actual  charitable  use  almost  imme¬ 
diately.  In  addition,  the  Senate  version 
did  not  take  into  account  the  fact  that 
in  the  case  of  many  other  private  foun¬ 
dations  the  organization,  either  through 
activities  it  carries  on  itself,  or  through 
donations  it  makes  to  other  organiza¬ 
tions,  is  using  the  contributions  for  ac¬ 
tual  charitable  purposes  in  a  relatively 
short  period  of  time. 

Because  of  the  factors  I  have  sketched 
for  you,  the  House  conferees  accepted  the 
Senate  amendments  but  with  modifica¬ 
tions.  In  addition  to  continuing  the 
availability  of  the  unlimited  charitable 
contributions  deduction  in  the  case  of 
contributions  to  churches,  schools,  hos¬ 
pitals,  and  other  public-type  organiza¬ 
tions,  the  conference  agreement  further 
provides  that  the  deduction  is  to  be  avail¬ 
able  in  the  case  of  two  additional  types 
6f  organizations  which  might  be  classed 
as  private  foundations.  /.  / 

The  first  of  these  private  foundations 
which,  under  the  agreement  reached  by 
the  conferees,  will  still  qualify  for  con¬ 
tributions  by  someone  claiming  an  un¬ 
limited  charitable  contribution  deduc¬ 
tion  I  shall,  for  lack  of  a  better  term, 
refer  to  as  an  “operating”  charity.  The 
type  of  organization  I  am  referring  to 
here  is  one  which  devotes  substantially 
more  than  half  of  its  assets  directly  to 
the  active  conduct  of  the  exempt  chari¬ 
table  activities.  It  must  also  devote  sub¬ 
stantially  all  of  its  income  to  such  a  pur¬ 
pose.  By  the  use  of  the  term,  “active 
conduct”,  we  mean  that  the  organiza¬ 
tion  must  itself  carry  on  the  activity  and 
not  merely  be  a  conduit  for  transferring 
the  contributions  to  another  organiza¬ 
tion  which  carries  on  the  charitable 
activity.  This,  of  course,  does  not  mean 
that  the  organization  has  to  completely 
part  with  ownership  of  the  funds  in' 
question,  since  it  may  use  the  contribu¬ 
tions  to  purchase  assets  which  it  uses  to 
carry  on  its  charitable,  educational  or 
similar  function.  For  example,  in  de¬ 
veloping  this  provision  it  was  recognized 
that  organizations  such  as  Williamsburg 
Colonial,  Inc.,  while  still  retaining  title  to 
-tkejmoperty  purchased,  nevertheless  use 


these  properties  for  the  purpose  for 
which  the  organization  is  exempt.  This 
is  not  intended  as  a  year-by-year  test, 
but  rather  looks  to  a  period  of  time  to 
determine  whether  an  organization  is 
devoting  its  assets  and  income  in  the 
manner  indicated.  Somewhat  more  lee¬ 
way  was  allowed  in  the  case  of  assets 
held  than  in  the  case  of  income  to  make 
allowance  for  the  fact  that  some  of  these 
organizations  must  necessarily  accumu¬ 
late  part  of  their  contributions  to  build 
up  an  endowment  fund  which  will  enable 
them  to  carry  on  their  exempt  activities. 

The  second  exception  relates  to  a  pri¬ 
vate  foundation  which  during  a  3 -year 
period,  beginning  after  the  contribution 
is  receiver,  expends  or  uses  at  least  half 
of  the  contributions  received  from  those 
claiming  an  unlimited  charitable  con¬ 
tribution  deduction  for  one  of  the  follow¬ 
ing  four  purposes:  .  ~  >'  _  ' 

First.  The  active  conduct  of  activities 
representing  its  exempt  function  or  pur¬ 
poses — that  is,  direct  operations  rather^ 
than  making  grants  to  other  charitable# 
organizations;  $ 

Second.  The  purchase  of  assets  direct¬ 
ly  devoted  to  such  purpose ; 

Third.  The  making  of  contributions  to 
organizations  for  which  a  30-percent 
charitable  contribution  may  be  claimed 
under  present  law,  or  to  the  type  of  oper¬ 
ating  private  foundations  that  I  have 
just  described;  or 

Fourth.  Any  combination  of  these 
USeS.  • 

In  determining  whether  an  organiza¬ 
tion  has  used  50  percent  or  more  of  its 
contributions  for  this  purpose  it  is  not 
intended  that  there  be  any  tracing  of 
the  specific  contribution.  Instead,  it  is 
assumed  that  the  first  amount  spent  for 
any  of  the  activities  to  which  I  have 
referred,  is  from  the  income  of  the  or¬ 
ganization  for  the  year  m  which  the 
contribution  is  received  and  in  each  of 
the  years  up  to  the  end  of  the  year  in 
which  the  contribution  is  used  for  the 
specified  purpose.  Then,  the  next 
amounts  considered  as  being  spent  are 
the  contributions  representing  the 
amounts  contributed  by  those  claiming 
the  unlimited  charitable  contributions. 
It  is,  of  course,  recognized  that  in  some 
cases  it  may  be  desirable  for  the  organi¬ 
zation  to  retain  all  of  these  contribu¬ 
tions,  and  perhaps  the  income  of  the 
organization  as  well,  for  a  period  of 
more  than  3  years.  This  may  arise,  for 
example,  where  some  organization,  such 
as  a  school,  is  being  asked  to  match  a 
grant  provided  by  one  of  these  founda¬ 
tions,  or  where  a  survey  is  required  be¬ 
fore  it  is  possible  to  determine  the  best 
way  in  which  the  funds  should  be  spent. 
The  conferees  gave  recognition  to  these 
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needs  for  retaining  the  contributions'ancT 
income  beyond  the  3-year  period  by 
granting  to  the  Secretary  of  the  Treas¬ 
ury  permission  to  allow  the  retention 
of  the  contributions  and  income  for 
longer  periods  of  time  where  the  orga¬ 
nization  shows  good  cause  for  such  a  re¬ 
tention.  It  is  not  intended  that  the  mere 
accumulation  of  the  funds  to  earn  in¬ 
come.  and  in  that  manner  increase  the 
size  of  the  corpus  would  represent  a 
good  cause.  Where  this  grant  of  author¬ 
ity  for  accumulation  beyond  the  end  of 
the  3-year  period  is  given,  the  income 
of  the  subsequent  years  must  also  be 
expended  or  used  for  one  of  the  four 
purposes  I  have  previously  outlined,  as 
well  as  the  income  in  the  year  of  the 
contribution  and  3  succeeding  years. 

These  changes  will  mean  that  the 
donor  of  the  contribution — the  individual 
who  is  claiming  the  unlimited  charitable 
contribution  deduction — will  have  to 
claim  the  deduction  on  a  tentative  basis 
pending  the  organization  satisfying  all 
of  these  conditions.  '  He  may  claim  the 
deduction  tentatively  on  his  return  and 
then  if  the  organization  complies  with 
the  law  subsequently,  the  deduction  be¬ 
comes  validated  by  this  action.  Should 
the  organization  not  comply  with  these 
requirements,  the  individual’s  return 
would  have  to  be  revised  to  disallow  the 
specified  amount  with  respect  to  the  un¬ 
limited  charitable  contribution  deduc¬ 
tion.  /\  -  J  -  / 

^SURTAX  EXEMPTIONS  FOR  CORPORATIONS 

I  would  also  like  to  make  a  statement 
.with  respect  to  an  amendment  to  section 
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1551  of  the  code,  relating  to  the  disal¬ 
lowance  of  surtax  exemptions.  Under 
existing  law,  if  a  corporation  transfers! 
property  other  than  money  directly  to: 
a  corporation  which  it  controls  and  the 
transferee  corporation  was  created  for 
the  purpose  of  acquiring  this  property  or 
was  not  actively  engaged  in  business  at 
the  time  of  this  acquisition  the  Secretary 
of  the  Treasury  or  his  delegate  may  dis¬ 
allow  the  $25,000  surtax  exemption  or 
the  $100,000  accumulative  earnings 
credit  unless  the  transferee  corporation 
establishes  by  the  clear  preponderance 
of  the  evidence  that  the  securing  of  the 
exemption  or  credit  was  not  a  major  pur¬ 
pose  for  the  transfer.  Thus,  present  law 
applies  only  to  direct  transfers  of  prop¬ 
erty  other  than  money.  This  section  is 
amended  to  include  indirect  transfers  of 
property  other  than  money.  Cases  have 
been  presented  to  the  conferees  where  a 
newly  organized  subsidiary — created  by 
expanding,  rather  than  merely  changing 
the  location  of  the  business — in  the  ordi- 


nary  course  of  its  business  purchases 
merchandise  from  a  centralized  ware¬ 
house  maintained  by  the  parent  corpora¬ 
tion.  In  such  a  case  it  is  not  intended 
that  any  surtax  exemption  or  accumu¬ 
lated  earnings  credit  be  disallowed  under 
the  amendment  where  a  major  purpose 
of  the  separate  incorporation  was  not 
the  securing  of  an  additional  surtax  ex¬ 
emption.  _ 

CUBAN  SEIZURE  OF  PERSONAL  PROPERTY 

Another  amendment  added  by  the 
Senate  permits  a  deduction  for  losses  oc¬ 
casioned  by  the  seizure  by  Cuba  of  per¬ 
sonal  residences  and  ,  other  personal 
property,  by  treating  these  losses  as 
losses  arising  from  a  casualty.  This 
amendment  was  clearly  intended  to  ap¬ 
ply  in  the  years  1959  and  1960,  when 
most,  if  not  all,  of  these  expropriations  in 
Cuba  took  place.  However,  through  In- 
advertance  when  this  amendment  was 
offered,  no  provision  was  made  for  an 
effective  date  for  the  amendment,  and  as 
a  result  the  amendment  has  only  pros¬ 
pective  application.  To  overcome  this 
effective  date  problem,  it  is  expected  that 
subsequently  legislation  would  be  pre¬ 
sented  to  the  Congress  to  make  this 
provision  effective  for  the  taxable  years 
ending  after  December  31,  1958  and  to 
consider  the  proper  scope  of  such  an 
amendment. 

I  have  touched  briefly  on  what  I  con¬ 
sider  to  be  the  major  differences  between 
the  House  version  of  the  bill  and  the 
modifications  agreed  to  by  the  conferees. 
With  respect  to  the  rest  of  the  modifica¬ 
tions,  however,  I  would  like  to  insert  in 
the  Record  at  this  point  a  list  of  the 
more  important  modifications  remaining 
which  I  have  not  discussed  with  you. 
This  will  be  followed  with  a  summary  of 
the  bill  as  agreed  to  by  the  conferees. 

A  '■)-  r-  OTHER  CONFERENCE  AGREEMENTS 

The  major  Senate  amendments  and 
modifications  agreed  to  by  the  conferees 
which  I  have  not  already  discussed  are 
as  follows: 

First.  The  conferees  deleted  the  pro¬ 
vision  of  the  House  bill  relating  to  the 
inclusion  in  gross  income  of  reimburse¬ 
ment  of  medical  (expenses  in  excess  of 
_ these  expenses. .  This  provision  was. 
thought  unnecessary  in  view  of  the  fact 
that  the  insurance  commissioners  in  >• 
various  States  are  presently  attempting 
to  obtain  State  legislation  to  give  assur-  . 
ance  that  there  will  not  be  reimburse¬ 
ment  in  these  cases  in  excess  of  the  ac¬ 
tual  expenses.  '■  V 
Second.  The  House  conferees  agreed 
to  a  provision  in  the  Senate  version  of 
the  bill  which  provides  for  a  5-year 
carryover  of  certain  charitable  contribu¬ 
tions  made  by  individuals.  In  general,  J 
for  purposes  of  measuring  the  amount.. 
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of  the  carryover  the  taxpayer  is  allowed 
to  take  into  account  only  the  contribu¬ 
tions  made  to  organizations  which  quali¬ 
fy  for  the  30-percent  limitation. 

Third.  The  House  conferees  agreed  to 
a  Senate  amendment  which  deletes  the 
provision  which  limited  the  denial  of 
the  deduction  for  charitable  contribu¬ 
tions  in  the  form  of  future  interests  in 
tangible  personal  property  to  cases  other 
than  where  the  life  interest  was  retained 
for  the  life  or  lives  of  the  contributor  or 
contributors. 

Fourth.  The  effective  date  of  the  5- 
year  carryover  of  charitable  contribu¬ 
tions,  which  the  House  bill  provided  for 
corporations,  was  modified  by  the  Sen¬ 
ate  so  that  contributions  made  in  the 
taxable  years  beginning  after  December 
31,  1961,  will  qualify  for  the  carryover. 
The  House  conferees  agreed  to  this 
change. 

Fifth.  The  House  conferees  agreed  to 
a  Senate  amendment  providing  a  10- 
year  carryforward  of  expropriation 
losses  in  certain  cases,  rather  than  a  3- 
year  carryback  and  a  5 -year  carryfor¬ 
ward.  The  expropriation  loss  must  be 
one  incurred  in  a  business  and  is  to  be 
available  for  losses  incurred  in  years 
ending  after  December  31,  1958.  The 
amount  of  any  foreign  expropriation  loss 
in  this  case  may  not  exceed  the  taxpay¬ 
er’s  adjusted  basis  for  the  property  in 
question,  since  the  loss  must  arise  either 
from  a  loss  described  in  section  165  of 
the  code  or  a  bad  debt  described  in  sec¬ 
tion  166.  In  both  of  these  sections  the 
deduction  allowed  is  limited  to  the  ad¬ 
justed  basis  of  the  property  in  question 
for  purposes  of  the  sale  or  other  dispo¬ 
sition  of  the  property. 

Sixth.  The  Senate  modified  the  House 
provision  relating  to  the  child  care  de¬ 
duction  to  provide  that  the  maximum 
amount  which  may  be  taken  as  a  deduc¬ 
tion  in  such  a  case  may  amount  to  $1,000 
where  there  are  three  or  more  children 
and  also  make  the  child-care  provision 
available  in  the  case  of  working  wives 
and  husbands  with  incapacitated  wives, 
where  the  joint  income  of  the  two 
amounts  to  $7,000  or  less,  as  contrasted 
to  the  $4,500  or  less  under  existing  law. 
The  conferees  rejected  the  first  two  of 
these  amendments  with  the  result  that 
the  maximum  amount  which  may  be  de¬ 
ducted  for  child  care  expenses  will  be 
$600  where  there  is  one  dependent  and 
$900  where  there  are  two  or  more  depend¬ 
ents.  In  the  case  of  the  income  limita¬ 
tion  the  conferees  raised  the  $4,500  limit 
of  present  law  to  $6,000. 

Seventh.  The  House  conferees  ac¬ 
cepted  a  Senate  amendment  which  pro¬ 
vides  that  affiliated  groups  of  domestic 
corporations,  where  there  is  an  80 -per¬ 


cent  common  ownership  and  the  corpo¬ 
rations  are  eligible  to  file  a  consolidated 
return  but  do  not  do  so,  may  take  a  100- 
percent  reduction  for  intercorporate 
dividends  received  from  another  member 
of  the  group  if  the  group  agrees  to  be 
treated  as  a  single  entity  for  certain 
purposes  such  as  the  $25,000  surtax  ex¬ 
emption  and  the  $100,000  floor  on  the 
acceleration  of  corporate  tax  payments. 
In  addition,  life  insurance  companies 
and  mutual  casualty  insurance  com¬ 
panies  which  may*  not  file  consolidated 
returns  with  other  companies — except 
companies  of  the  same  type — under  this 
amendment  are  eligible  for  the  100-per¬ 
cent  dividend  deduction. 

Eighth.  A  Senate  amendment  would 
have  deleted  the  rule  adopted  in  the 
1962  legislation  which  disallowed  a  por¬ 
tion  of  travel  expenses  for  certain  busi¬ 
ness  trips  v/hich  are  combined  with 
vacation.  The  House  conferees  agreed 
to  this  amendment  insofar  as  domestic 
travel  is  concerned,  but  retained  present 
law  with  respect  to  the  foreign  portion 
of  business-vacation  trips  abroad. 

Ninth.  The  House  conferees  accepted 
a  Senate  amendment  which  provides 
tax-free  status  for  “stock-for-stock”  re¬ 
organizations  where  the  corporation  in 
question  acquires  the  stock  in  exchange 
for  the  voting  stock  of  its  parent  cor¬ 
poration. 

Tenth.  The  House  conferees  accepted 
a  Senate  amendment  which  provides  ret¬ 
roactive  qualification  of  multiemployer 
pension  plans  created  under  collective 
bargaining  agreements  with  employee 
representatives.  For  this  retroactive 
qualification  to  be  granted  the  pension 
plans  subsequently  must  be  qualified  and 
in  the  retroactive  period  the  organiza¬ 
tion  must  have  met  certain  require¬ 
ments,  including  a  provision  that  con¬ 
tributions  in  that  period  must  not  have 
been  used  in  a  manner  which  would 
jeopardize  the  interest  of  the  covered 
employees. 

Eleventh.  The  House  conferees,  with 
minor  modifications,  accepted  a  Senate 
amendment  which  permits  U.S.  corpora¬ 
tions  to  extend  coverage  under  their 
qualified  pension,  profit-sharing,  and  so 
forth,  plans  to  U.S.  citizens  employed  by 
foreign  subsidiaries  or  domestic  sub¬ 
sidiaries  operating  outside  of  the  United 
States.  Generally,  this  treatment  will 
not  be  available  in  the  case  of  the  foreign 
subsidiaries  unless  their  employees  are 
also  covered  for  social  security  purposes. 

Twelfth.  The  Senate  made  four  rela¬ 
tively  minor  changes  in  the  House-passed 
stock  option  provision  which  with  tech¬ 
nical  modifications  have  been  agreed  to 
by  your  conferees.  First,  the  new  rules 
provided  by  the  provision  are  to  apply  to 
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options  granted  after  December  31,  1963. 
rather  than  after  June  11, 1963.  Second, 
where  an  option  is  issued  after  December 
31,  1963,  and  before  January  1,  1965, 
which  does  not  meet  the  terms  of  a 
“qualified”  option,  a  Senate  amendment 
agreed  to  by  the  House  conferees  per¬ 
mits  the  modification  of  this  option,  to 
meet  the  new  terms  provided  in  the  bill 
at  any  time  before  January  1, 1965,  with¬ 
out  this  modification  being  considered  as 
giving  rise  to  a  new  stock  option  requir¬ 
ing  a  new  option  price.  Third,  the  Sen- 
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ate  provided  an  exception  to  the  general 
rule  that  an  option  must  not  be  exer¬ 
cisable  while  there  is  outstanding  any 
qualified  or  restricted  stock  option  which 
was  granted  to  the  employee  at  an  ear¬ 
lier  time.  The  Senate  amendment, 
which  has  been  accepted  by  the-  House 
conferees  with  modification,  provides 
that  where  the.  option  price  of  the  new 
option  is  at  least  as  high  as  the  price  of 
the  outstanding  previously  issued  op¬ 
tions,  the  “reset”  rule  is  not  to  apply.' 
This  has  been  modified  so  that  those  pre¬ 
viously  issued  options  need  not  have  been 
exercised  in  such  a  case  if  their  price  was 
lower  than  that  of  the  new  option. 
Fourth,  the  Senate  provided  that  an  op¬ 
tion  which  under  its  terms  of  grant  is 
not  immediately  exercisable  in  full  may 
be  accelerated  so  that  it  may  be  exer¬ 
cisable  either  to  a  greater  extent,  or  in 
full,  without  this  being  considered  a 
“modification”  requiring  a  new  option 
price.  This  was  agreed  to  by  your  con¬ 
ferees.  -  / 

Thirteenth.  The  Senate  adopted  an 
amendment  which  extends  installment 
sales  treatment — under  which  income  is 
reported  as  the  installments  are  re¬ 
ceived — to  all  revolving  credit  sales  of 
personal  property  and  to  time,  payment 
charges  associated  with  revolving  credit 
sales.  Your  conferees  have  agreed  to  a 
modification  of  this  provision  which  pro¬ 
vides  that  installment  sales  are  to  in¬ 
clude  revolving  credit-type  plans — and 
this  term  is  defined — except  that  the 
term  for  this  purpose  is  not  to  include 
any  accounts  which  are  used  by  the  pur¬ 
chaser  primarily  as  ordinary  charge  ac¬ 
counts.  Regulations  issued  by  the- 
Treasury  Department  on  this  subject 
provide  to  some  extent  that  revolving 
credit-type  plans  are  to  be  treated  as  in¬ 
stallment  sales.  However,  these  regula¬ 
tions  deny  installment  treatment  to  the 
portion  of  such  sales  coming  under  what 
is  known  as  the  small  sale  rule.  This 
provides  that  if  the  aggregate  sales 
charged  during  a  billing  month  to  an  ac¬ 
count  under  a  revolving  credit  plan  do 
not  exceed  the  required  monthly  pay-  . 
ment,  then  none  of  the  sales  during  this 


billing  month  are  considered  to  be  sales 
on  the  installment  plan.  This  amend¬ 
ment  eliminates  this  rule.  Instead,  if 
the  purchaser  uses  his  account  primarily 
as  an  ordinary  charge  account,  such  an 
account  involved  will  not  qualify  for 
treatment  under  the  installment  method 
of  accounting.  One  method  of  deter¬ 
mining  whether  a  purchaser  is  using  his 
account  primarily  as  an  ordinary  charge 
account  which  the  Service  ought  to  con¬ 
sider  for  this  purpose  to  see  if  it  is  appro¬ 
priate  would  be  to  determine  whether 
the  customer’s  aggregate  revolving  credit 
purchases  during  the  year  of  the  retailer 
for  all  billing  periods  in  which  the  ac¬ 
count  is  completely  liquidated  by  the  first 
payment  in  a  subsequent  billing  period 
are  more  than  one-half  of  his  total  re¬ 
volving  credit  purchases  for  that  year: 
In  such  a  case  the  customer  wolud  be 
considered  to  have  used  his  account  pri¬ 
marily  as  an  ordinary  charge  account. 
This  determination  could  of  course  be 
made  by  the  taxpayer  on  the  basis  of  a 
sample  of  accounts,  rather  than  on  the 
bt%oiS  of  a  complete  audit  of  all  accounts. 

Fourteenth.  The  House  conferees  ac¬ 
cepted  a  Senate  amendment  which  pro¬ 
vides  that  where  a  taxpayer  contests  a 
tax  or  other  liability  he  is  nevertheless 
to  be  permitted  a  deduction  for  the  item 
in  the  year  in  which  he  makes  a  pay¬ 
ment,  if  this  is  earlier  than  the  year  in 
which  the  contest  is  settled. 

Fifteenth.  The  House  version  of  the 
bill  contained  a  provision  making  an  in¬ 
terest  deduction  available  for  carrying 
charges  separately  stated  which  repre¬ 
sent  purchases  of  services.  The  interest 
deduction  in  this  case,  as  in  the  case  of 
tangible  personal  property  purchases, 
may  not  exceed  the  carrying  charge  or,  if 
lower,  interest  computed  at  6  percent  on 
the  declining  balance.  The  conferees 
instead  of  extending  this  provision  to 
carrying  charges  arising  from  purchases 
of  services  generally,  extended  it  to  in¬ 
stallment  payments  for  educational, 
services,  such  as  those  for  tuition,  fees, 
and  lodging.  //  '  V 

Sixteenth.  The  Senate  made  a  num¬ 
ber  of  relatively  minor  amendments  to 
the  House-passed  personal  holding  com¬ 
pany  provision.  Those  with  respect  to 
lending  or  finance  companies  your  con¬ 
ferees  accepted  with  minor  modification. 
They  also  made  two  amendments  relat¬ 
ing  to  the  treatment  of  rent  for  personal 
holding  company  purposes.  For  rent  not 
to  be  classified  as  personal  holding  com¬ 
pany  income,  under  the  House  bill  not 
more  than  10  percent  of  the  ordinary 
gross  income  of  the  company — exclud¬ 
ing  the  rental  income — could  be  per¬ 
sonal  holding  company  income.  Under 
a  Senate  amendment,  agreed  to  by  your 
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conferees,  this  10-percent  test  may  be 
met  where  the  company  distributes  to 
the  shareholders  any  of  this  personal 
holding  company  income — other  than 
rent — in  excess  of  the  10-percent  re¬ 
quirement.  In  addition  to  dividends  paid 
out,  distributions,  for  this  purpose,  in¬ 
clude  dividends  paid  in  the  next  year  to 
a  limited  extent  and  also  consent  divi¬ 
dends.  In  addition  to  the  10-percent  test 
I  have  referred  to,  rental  income  not  to 
be  classified  as  personal  holding  company 
income  must  equal  at  least  50  percent 
of  the  adjusted  gross  income  of  the  c' m- 
pany.  -  In  applying  this  test,  in*  ^me  is 
determined  by  reducing  income  for  de¬ 
preciation,  amortization,  personal  prop¬ 
erty  taxes,  interest,  and  rent  paid  with 
respect  to  the  rental  property.  A  Sen¬ 
ate  amendment  agreed  to  by  your  con¬ 
ferees  provides  that  tangible  ’  personal 
property  which  is  not  customarily  rented 
to  any  one  lessee  for  any  more  than  3 
years  is  not  to  be  reduced  by  deprecia¬ 
tion  and  amortization  for  this  purpose. 
The  House  bill  also  provided  in  case  of 
companies  which  would  newly  become 
personal  holding  companies  that  they 
could  liquidate  under  certain  specified 
rules  at  any  time  before  January  1,  1966. 
The  Senate  advanced  this  date  to  Janu¬ 
ary  1,  1967,  and  your  conferees  agreed 
to  this  amendment.  Also,  the  House  bill 
provided  that  indebtedness  already 
existing  on  August  1,  1963,  could  be  paid 
off  and  the  payments  would  reduce  in¬ 
come  otherwise  treated  as  personal  hold¬ 
ing  company  income  subject  to  this  tax 
at  the  corporate  level.  This  date  was 
also  advanced  to  January  I,  1964,  by  the 
Senate  and  your  conferees  agreed  to  the 
change.  A  further  modification  with 
respect  to  the  liquidation  provision  that 
I  have  referred  to  relates  to  the  specific 
years  which  may  be  taken  into  account 
for  determining  whether  a  corporation, 
had  the  new  rules  been  applied,  "would 
have  been’.’  a  personal  holding  company 
in  one  of  two  prior  years.  The  2  prior 
years  under  the  conference  agreement 
are  to  be  the  2  years  most  recently  end¬ 
ing  before  the  date  of  enactment  of  this 
bill,  which  was  the  original  House  pro¬ 
vision.  /.  / ;.  / 

Seventeenth,  The  House  bill  provided 
for  an  increase  in  basis  where  an  in¬ 
dividual  died  holding  stock  of  a  foreign 
personal  holding  company.  The  increase 
in  the  basis  of  the  stock  in  this  case  is 
the  estate  tax  paid  which  is  attributable  ‘ 
to  unrealized  appreciation  in  the  value 
of  this  stock.  This  aspect  of  the  House 
bill,  although  deleted  by  the  Senate,  has 
been  restored  by  the  conferees,  but  fur¬ 
ther  provisions  relating  to  liquidations  of 
these  foreign  personal  holding  com¬ 
panies,  together  with  the  provision  for 


an  increase  in  basis  where  a  decedcnV* 
has  held  property  distributed  in  such  a 
liquidation,  have  been  deleted. 

Eighteenth.  The  House  made  capital 
gains  treatment  available  in  the  case  of 
iron  ore  royalties.  The  Senate  continued 
this  provision  but  restricted  this  capital 
gains  treatment  to  iron  ore  mined  in  the 
United  States  and  also  denied  capital 
gains  treatment  to  iron  ore  royalties  re¬ 
ceived  from  certain  related  parties. 
Tour  conferees  agreed  to  these  Senate 
amendments.  a  /  2-  -  T  ' 

Nineteenth.  The  Senate  added  three 
provisions  relating  to  insurance  com¬ 
panies,  all  of  which  have  been  agreed  to 
by  your  conferees.  These  amendments 
first,  permit  a  deduction  in  1962  for 
liquidating  payments  made  to  share¬ 
holders  by  stock  life  insurance  companies 
which  "mutualize”;  second,  treat  mar¬ 
ket  discount  on  bonds  owned  by  life 
insurance  companies  and  by  small 
mutual  fire  and  casualty  insurance  com¬ 
panies  as  capital  gains  when  the  bonds 
are  sold  or  redeemed;  and  third,  correct 
a  clerical  error  in  present  law. 

Twentieth.  Your  conferees  agreed  to 
two  Senate  amendments  relating  to 
regulated  investment  companies.  They 
are  to  be  given  45  days  after  the  close  of 
their  taxable  year,  rather  than  30  days, 
to  notify  their  shareholders  as  to  the 
treatment  of  certain  income  received 
from  the  company.  In  addition,  dis¬ 
tributions.  by  a  unit'-  investment  trust, 
liquidating  an  individual’s  interest  in  the 
trust,  are  not  to  be  considered  as  giving 
rise  to  capital  gains  tax  with  respect  to 
j  the  interests  of  other  investors  still  in 
!  the  trust. 

Twenty-first.  Your  conferees  agreed  to 
two  amendments  relating  to  subchapter 
S  corporations,  the  income  of  which  is 
treated  essentially  like  partnership  in¬ 
come.  The  modifications  in  existing  law 
provide:  first,  that  a  corporate  member 
of  an  affiliated  group  may  elect  subchap¬ 
ter  S  treatment  if  the  only  other  mem¬ 
bers  of  the  group  are  inactive,  subsidiary, 
corporations;  and  second,  that  certain 
[P.  3431 ] 

distributions  of  money  made  after  the 
close  of  the  taxable  year  may  be  treated 
as  made  during  the  year,  in  order  to  pre¬ 
vent  the  double  inclusion  of  this  income 
in  the  tax  base  of  a  shareholder. 

Twenty-second.  The  Senate  provided- 
that  a  purchaser,  mortgagee,  or  pledgee 
of  a  motor  vehicle  would  not  be  subject 
to  a  Federal  tax  lien  against  the  motor 
vehicle  even  though  notice  has  been  pub¬ 
licly  filed  unless  the  purchaser,  mort¬ 
gagee,  or  pledgee  had  actual  knowledge 
of  the  existence  of  the  lien.  Your  con¬ 
ferees  agreed  to  this  amendment  with. 
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modifications  deleting  the  references  to 
mortgagees  and  pledgees  and  applying 
this  rule  only  in  the  case  of  purchasers 
who  actually  have  possession  of  the 
motor  vehicle  in  question. 

Twenty-third.  The  Senate  adopted  an 
amendment  which  would  reduce  the  ex¬ 
clusion  for  U.S.  citizens  abroad  from  the 
present  $20,000  level  to  $4,000  in  the  case 
of  those  who  are  present  in  a  foreign 
country  for  17  out  of  18  months  or  who 
are  bona  fide  residents  of  a  foreign  coun¬ 
try  for  not  more  than  3  years.  In  addi¬ 
tion,  the  Senate  amendment  would  have 
reduced  from  $35,000  to  $6,000  the  ex¬ 
clusion  for  those  Who  are  bona  fide  resi¬ 
dents  of  a  foreign  country  for  more  than 
3  years.  The  conference  agreement  re¬ 
stores  the  first  of  these  two  categories  to 
the  present  law  level  of  $20,000.  The 
second  category,  which  presently  pro¬ 
vides  for  a  $35,000  exclusion,  is  reduced 
to  $25,000  beginning  in  1965. 

Twenty-fourth.  Your  conferees  agreed 
to  a  Senate  amendment  which  permits 
persons  who  paid  self-employment  tax 
and  who  are  later  covered  for  the  same 
period  by  a  retroactive  social  security 
agreement  entered  into  by  a  State,  to 
obtain  a  refund  of  the  self-employment 
tax. 

Twenty-fifth.  Your  conferees  agreed 
to  a  Senate  amendment  which  provides 
3  years — rather  than  2 — after  a  prece¬ 
dent  interest  terminates  for  the  payment 
of  an  estate  tax  with  respect  to  a  rever¬ 
sionary  or  remainder  interest  if  earlier 
payment  results  in  undue  hardship. 

CONCLUSION 

We  can  vote  for  this  conference  re¬ 
port  if  we  voted  for  the  House-passed 
bill.  Those  of  you  who  did  not  vote  for 
the  bill  when  it  was  considered  last 
September  can  now  vote  for  the  con¬ 
ference  report  itself,  not  because  it  ap¬ 
pears  to  be  a  better  tax  bill  in  many 
respects  than  was  worked  out  in  the 
House,  or  due  to  the  fact  that  additional 
time  was  available  for  improvements 
and  technical  changes,  but  because  some 
things  have  changed  since  we  passed  this 
bill  in  the  House  last  September.  At  that 
time  we  were  talking  about  what  the 
budget  for  1965  ought  to  be,  we  were 
talking  in  terms  of  what  it  should  be 
when  filed  by  the  President  in  January 
1964.  We  now  have  that  budget  before 
us.  It  provides  for  a  rate  of  spending 
less  than  the  rate  of  spending  suggested 
as  being  appropriate  for  1965  when  this 
bill  was  being  considered  by  the  House. 

Certainly  we  are  in  a  better  position 
today  to  support  this  conference  report 
than  we  would  have  been  had  that  ac¬ 
tion  not  been  taken  by  the  present  Presi¬ 
dent  of  the  United  States.  I  commend 


him  for  the  leadership  he  has  shown  in 
the  preparation  of  his  budget  and  the 
efforts  that  he  has  made  to  hold  down 
the  spending.  It  gives  me  a  great  deal 
of  confidence  about  the  future,  even  if 
we  pass  this  tax  reduction.  It  is  a  pat¬ 
tern  that  we  are  now  adopting  and  that 
I  think  we  here  will  want  to  follow.  It 
is  a  pattern  that  I  feel  certain  the  execu¬ 
tive  departments  can  and  will  follow  in 
the  future.  I  therefore  urge  you,  Mr. 
Speaker,  that  we  adopt  the  conference 
report  as  brought  to  the  House  by  the 
managers  on  the  part  of  the  House. 

BRIEF  SUMMARY  OF  H.R.  8363  AS  AGREED  TO  IN 
CONFERENCE 

At  this  point  I  would  like  to  insert  in 
the  Record  a  brief  summary  of  the  bill 
as  agreed  to  by  the  conferees: 

Section  1,  declaration  by  Congress:  It 
is  the  sense  of  Congress  that  the  tax  re¬ 
duction  provided  by  this  bill,  through 
stimulation  of  the  economy,  after  a  brief 
transitional  period  will  raise — rather 
than  lower — revenues  and  that  these 
revenues  should  first  be  used  to  eliminate 
deficits  and  then  the  public  debt.  Con¬ 
gress  also  recognizes  the  importance  of 
taking  all  reasonable  means  to  restrain 
Government  spending  and  urges  the 
President  to  do  the  same. 

Section  2:  The  title  of  the  bill  is  the 
Revenue  Act  of  1964. 

Section  111,  individual  rates:  This  re¬ 
duces  the  rates  of  tax  for  individuals 
from  a  range  of  20  to  91  percent  to  a 
range  of  16  to  77  percent  for  1964  and  to 
a  range  of  14  to  70  percent  for  1965 
and  subsequent  years.  This  also  splits 
the  first  bracket  into  four  segments  of 
$500  each,  taxed  at  14, 15,  16,  and  17  per¬ 
cent,  respectively. 

Section  112,  minimum  standard  de¬ 
duction:  This  provides  that,  if  higher 
than  the  10-percent  standard  deduc¬ 
tion,  the  “minimum  standard  deduction” 
is  to  be  $200  plus  $100  for  each  exemp¬ 
tion  (amounting  to  $300  for  a  taxpayer) . 
Thus,  the  exemption  and  minimum 
standard*  deduction  for  a  single  person 
will  be  $900;  for  a  married  couple, 
$1,600;  and,  for  a  married  couple  with 
two  children,  $3,000. 

Section  113,  related  amendments: 
This  conforms  to  the  tax  rate  applicable 
to  the  retirement  income  credit  with  the 
new  rate  schedules.  Thus,  it  makes  the 
rate  applicable  to  the  retirement  income 
17  percent  for  1964  and  15  percent  for 
subsequent  years — instead  of  20  percent. 
This  also  conforms  the  floor  on  the  tax 
on  nonresident  aliens  with  the  new  rate 
schedule  by  raising  from  $15,400  to 
$19,000  in  1964  and  $21,200  in  1965  and 
subsequent  years  the  income  level  to 
which  the  regular,  rather  than  the  flat 
30-percent  rate,  may  be  applicable. 
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Section  114:  This  is  a  cross-reference. 

Section  121,  corporate  rates:  This  re¬ 
duces  the  overall  corporate  tax  rate  from 
the  present  52  percent  to  50  percent  in 
1964  and  48  percent  in  subsequent  years. 
It  also  reduces  the  rate  applicable  to  the 
first  $25,000  of  corporate  income,  from 
the  present  30  percent,  to  22  percent  for 
1964  and  subsequent  years.  / 

Section  122.  acceleration  of  corporate 
tax:  This  section  provides  for  a  speedup 
in  the  payment  of  corporate  taxes.  It 
applies  only  to  tax  liability  in  excess  of 
$100,000.  At  present,  50  percent  of  tax 
liability  over  $100,000  is  payable  in  two 
installments  in  September  and  Decem¬ 
ber — for  a  calendar  year  corporation — 
in  the  current  year  of  liability.  This  ac¬ 
celerates  the  other  two  payments  now 
made  after  the  end  of  the  year  with  re¬ 
spect  to  this  liability  over  $100,000  so 
that  by  1970  these  two  25-percent  pay¬ 
ments  also  will  be  made  in  the  Current 
year  of  liability  in  April  and  June — for  a 
calendar  year  corporation.'  This  speed¬ 
up  is  provided  on  a  gradual  basis.  Thus, 
1  percent  of  this  liability  in  April  and 
June  will  be  reported  for  1964,  4  percent 
for  1965,  9  percent  for  1966,  14  percent 
for  1967,  19  percent  for  1968,  22  percent 
for  1969,  and  the  full  25  percent  for  1970. 

Section  123,  related  amendments: 
This  conforms  other  provisions  in  the 
Internal  Revenue  Code  to  the  changes 
made  with  respect  to  corporate  rates 
in  section  121.  The  conforming  amend¬ 
ments  relate  to  the  tax  on  mutual  insur¬ 
ance  companies — other  than  life — and 
receipts  of  minimum  distributions  for  do¬ 
mestic  corporations  from  their  foreign 
subsidiaries.  '»  /  / 

Section  131,  effective  date:  This  pro¬ 
vides  that  the  corporate  and  individual 
rate  changes  are  to  be  effective  generally 
for  taxable  years  beginning  after  De¬ 
cember  31, 1963. 

Section  132,  fiscal  year  taxpayers: 
This  provides  that  the  individual  and 
corporate  rate  changes  for  fiscal  year 
taxpayer  sare  to  apply  to  that  portion 
of  their  years  ending  after  December  31, 
1963. 

Section  201,  dividend  credit  and  exclu¬ 
sion:  The  4-percent  dividends  received 
credit  available  to  individuals  Is  reduced 
to  2  percent  for  1964  and  repealed  for 
subsequent  years.  The  $50  dividend  ex¬ 
clusion  is  increased  to  $100  for  1964  and 
subsequent  years.  In  practical  effect, 
this  increase  is  from  $100  to  $200 
for  married  couples. 

Section  202,  retirement  income  credit: 
This  provides  that  a  couple,  both  over 
65,  making  a  joint  return  may,  at  their 
election,  have  a  total  retirement  income 
credit  of  $2,286  applicable  to  the  re¬ 
tirement  income  of  either  or  both  if 
either  spouse  meets  the  10-year  earned 


income  requirement.  The  $2,286  amount 
is  required  to  be  reduced  by  amounts 
received  as  tax-exempt  pensions  and  an¬ 
nuities  and  by  amounts  representing  ad¬ 
justments  for  earned  income.  These  are 
the  reductions  applying  to  the  $1,524 
ceiling  under  present  law. 

Section  203,  investment  credit:  In  the 
case  of  the  investment  credit,  the  provi¬ 
sion  requiring  a  downward  adjustment 
in  the  basis  of  property  eligible  for  de¬ 
preciation,  to  the  extent  of  the  7-percent . 
investment  credit,  is  repealed.  Also 
Federal  regulatory  commissions  are  pro¬ 
hibited  from  requiring  the' “flowthrough" 
of  any  of  the  benefits  of  the  investment 
credit  to  the  customers  of  the  regulated 
industries  in  the  case  of  property  eligible 
for  the  full  7-percent  credit— mainly  the 
transportation  industries  such  as  rail¬ 
roads,  airlines,  and  pipelines.  In  the 
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case  of  public  utilities  eligible  only  for 
the  3 -percent  credit — principally  tele¬ 
phone  and  electric  companies — the  reg¬ 
ulatory  commissions  are  not  to  require 
the  “flowthrough”  of  the  benefits  of  the 
investment  credit  in  any  period  of  time 
shorter  than  the  usual  life  of  the  asset 
involved.  Other  changes  make  the  in¬ 
vestment  credit  available  in  the  case  of 
elevators  and  escalators  and  increase  the 
base  on  which  the  credit  of  the  lessee  is 
to  be  computed  where  dealers  lease  prop¬ 
erty  eligible  for  the  credit.  /4  }  »/ -  ' - 

Section  204,  group-terfn'  insurance. 
The  employee  exclusion  for  premiums  on 
group-term  insurance  furnished  through 
the  employer  is  limited  to  premiums  paid 
on  the  first  $50,0.00  of  coverage,  and  in¬ 
formation  reporting  requirements  are 
provided  for  those  employees  receiving 
more  than  $50,000  of  such  insurance. 

Section  205,  sick  pay  exclusion:  Sick 
pay  received  after  the  taxpayer  has  been 
absent  from  work  more  than  30  days  is 
to  be  excluded  from  income  up  to  $100  a 
week.  Within  the  30-day  period  if  the 
sick  pay  is  75  percent  or  less  of  the  regu¬ 
lar  weekly  rate,  then  up  to  $75  a  week 
may  be  excluded  after  an  absence  of  7 
calendar  days  on  account  of  injuries  or 
illness,  and  from  the  first  day  without 
any  waiting  period,  if  the  taxpayer  is 
hospitalized  at  least  1  day  in  the  first  7. 

Section  206,  sale  of  residence:  An  ex¬ 
clusion  from  taxable  income  is  provided, 
for  any  capital  gain  attributable  to  the 
first  $20,000  of  the  sale  price  of  a  per¬ 
sonal  residence  in  the  case  of  an  individ¬ 
ual  age  65  or  over  who  owned  the  house 
for  8  years  and  occupied  it  for  5  of  them. 

Section  207,  State  and  local  taxes:  A 
deduction  is  denied  in  computing  income 
subject  to  Federal  tax  for  State  and  local 
taxes  other  than  property  taxes,  income 
taxes,  general  sales  taxes,  and  gasoline 
Jtaxes.  *  The  principal  taxes  for  which 
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this  denies  a  deduction  are  alcoholic  bev¬ 
erage  taxes,  cigarette  taxes,  auto  regis¬ 
tration  fees  and  licenses,  and  selective 
excise  taxes. 

Section  208,  casualty  losses:  The  de¬ 
duction  for  personal  casualty  and  theft 
losses  is  limited  to  the  amount  in  excess 
of  $100  per  loss,  in  a  manner  somewhat 
similar  to  the  treatment  of  *‘$100  de¬ 
ductible”  insurance. 

Section  209,  charitable  contributions: 
The  following  changes  are  made  in  the 
charitable  contribution  deduction: 

First.  The  additional  10-percent  max¬ 
imum  deduction — aboye  the  20  percent 
generally  available — is  made  available 
generally  for  contributions  to  publicly 
supported  organizations  other  than  pri¬ 
vate  foundations — presently  it  is  avail¬ 
able  chiefly  for  churches,  schools,  and 
hospitals.  /*  /  f 

Second.  The  unlimited  charitable  con¬ 
tribution  deduction  is  restricted  to -con¬ 
tributions  to  publicly  supported  orga¬ 
nizations  and  to  a  privately  supported 
organization  if  (i)  the  organization  is  an 
operating  charity  or  (ii)  expends  50  per¬ 
cent  of  the  contribution  within  3  years 
after  the  year  it  was  received — as  well  as 
all  its  net  income  during  the  period;  in 
addition  for  a  contribution  to  a  privately 
supported  organization  to  be  deductible 
under  this  provision,  the  person  making 
the  contribution  must  not  engage  in  cer¬ 
tain  prohibited  transactions  with  such 
organization. 

Third.  A  5-year  carryover  of  chari¬ 
table  contributions — in  excess  of  the 
amount  currently  deductible — is  provided 
for  individuals  with  respect  to  contribu¬ 
tions  to  publicly  supported  organizations. 

Fourth.  The  2 -year  carryover  of  char¬ 
itable  contribution  deductions  '  for  cor¬ 
porations  is  extended  to  5  years — this  is 
available  for  contributions  made  in  1962 
and  1963  as  well  as  subsequent  years. 

Fifth.  Charitable  contribution  deduc¬ 
tions  for  gifts  of  future  interest  made 
after  June  30,  1964,  in  tangible  personal 
property  are  denied  until  the  gifts  are 
completed.  ■  / 

Section  210,  expropriation  losses: 
Businesses  which  have  sustained  sub¬ 
stantial  “foreign  expropriation  losses” 
after  1958  are  permitted  to  carry  such 
losses  .forward  and  apply  them  against 
income  for  a  10-year  period.  This  is  in 
place  of  the  regular  3 -year  carryback 
and  5-year  carryforward  for  net  operat¬ 
ing  losses. 

Section  211,  medicines  and  drugs:  The 
1-percent  limitation,  or  floor,  or  medi¬ 
cines  and  drugs,  which  must  be  taken 
into  account  in  determining  deductible 
medical  expenses,  is  made  inapplicable 
where  the  taxpayer  or  his  wife  is  over 
65  and  also  with  respect  to  expenses  for 


dependent  parents  over  65.  This  con¬ 
forms  the  treatment  with  respect  to  the 
1-percent  limitation  with  that  provided 
in  the  case  of  the  3-percent  limitation 
for  medical  expenses  generally. 

Section  212,  child  care:  The  child  care 
deduction  is  revised,  first,  to  make  it 
available  in  the  case  of  a  husband  whose 
wife  is  incapacitated  or  institutionalized; 
second,  to  make  it  available  with  respect 
to  care  for  childen  up  to  age  13 — in¬ 
stead  of  12;  third,  the  maximum  deduc¬ 
tion  allowable  where  there  are  two  or 
more  children  is  increased  from  $600  to 
$900 ;  and,  fourth,  the  present  limitation 
on  family  income  in  the  case  of.  a  work¬ 
ing  wife  eligible  for  this  deduction  is 
raised  from  $4,500  to  $6,000  and  is  also 
made  applicable  in  respect  of  husbands 
with  incapacitated  wives.  /\ 

Section  213,  moving  expenses:  A  de¬ 
duction  is  allowed  for  certain  moving 
expenses — transportation  of  household 
goods,  transportation  of  the  persons  in¬ 
volved,  and  meals  and  lodging  of  the 
persons  while  in  transit — for  employees 
who  are  not  reimbursed  for  these  ex¬ 
penses  and  also  for  new  employees.  An 
exclusion  of  these  items  is  already  avail¬ 
able  in  the  case  of  old  employees  who 
are  reimbursed. 

Section  214,  100-percent  dividend  de¬ 
duction:  Affiliated  groups  of  corpora¬ 
tions,  where  there  is  an  80-percent  com¬ 
mon  ownership,  which  are  eligible  to 
file  a  consolidated  return  but  do  not  do 
so,  are  permitted  to  take  a  100-percent 
deduction  for  intercorporate  dividends 
received  from  other  members  of  the 
group  if  the  group  agrees  to  be  treated 
as  a  single  entity  for  certain  purposes, 
such  as  the  $25,000  surtax  exemption. 

Section  215,  bank  loan  insurance:  An 

inteiest  deouction  is  denied  for  amounts 
borrowed  under  a  systematic  plan  to  pay 
premiums  on  life  insurance  under  poli¬ 
cies  purchased  after  August  6, 19G3.  The 
deduction  is  denied  only  if  part  or  all 
of  four  of  the  first  seven  annual  pre¬ 
miums  are  borrowed,  the  interest  exceeds 
$100  a  year,  the  amounts  borrowed  were 
not  unforeseen  emergencies,  or  the 
amounts  borrowed  were  not  incurred  in 
connection  with  a  business.  , 

Section  216,  face-amount  certificate 
companies:  Financial  institutions  sub¬ 
ject  to  State  banking  laws  and  issuing 
face-amount  certificates  are  not  to  be 
denied  a  deduction  for  interest  paid  on 
these  certificates  under  section  265(2) 
of  the  code — relating  to  interest  indebt¬ 
edness  to  carry  tax-exempt  obligations — 
to  the  extent  the  tax-exempt  obligations 
do  not  constitute  more  than  15  percent 
of  the  average  of  the  institutions’  total 
assets. 

Section  217,  travel  expenses:  The  rule 
adopted  in  1962.  which  disallows  a  por- 
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tion  of  travel  expenses  for  certain  busi¬ 
ness  trips  combined  with  a  vacation  is 
modified  to  apply  only  in  the  ease  of 
travel  outside  the  United  States. 

Section  218,  reorganizations:  Tax-free 
status  is  provided  for  a  stock-for-stock 
•  reorganization  where  the  corporation  ac¬ 
quiring  the  stock  exchanges  the  voting 
stock  of  its  parent  corporation  for  the 
stock  of  the  corporation  being  acquired. 

Section  219,  multicmployer  pension 
plans:  Provision  is  made  for  the  retro¬ 
active  qualification  of  a  pension  plan 
under  a  multicmployer  agreement  with 
^unions  where  the  pension  plan  subse¬ 
quently  becomes  qualified.  /.  ■/..  -  / 

Section  220,  pension  coverage  of  em¬ 
ployees  abroad:  U.S.  corporations  are  to 
be  permitted  to  extend  coverage  under 
their  qualified  pension,  profit-sharing,  et 
cetera,  plans  to  U.S.  citizens  employed 
by  foreign  subsidiaries  or  by  domestic 
subsidiaries  operating  outside  the  United 
States.  Generally,  this  treatment  will 
not  be  available  in  the  case  of  foreign 
subsidiaries  unless  their  employees  are 
also  covered  for  social  security  purposes. 

Section  221,  stock  options:  The  pres¬ 
ent  tax  treatment  of  employee  stock  op- 
.  tions  is  further  restricted,  the  principal 
additional  restrictions  being,  first,  the  ; 
stock  when  acquired  must  be  held  for  3  : 
years  or  more;  second,  the  options  must 
not  be  for  a  period  of  more  than  5  years; 
third,  the  option  price  must  at  least 
equal  the  market  price  of  the  stock  when 
the  option  is  granted;  fourth,  stockhold¬ 
ers'  approval  of  the  options  must  be  ob¬ 
tained;  and,  fifth,  the  extent  to  which 
new  options  may  be  exercised  when  old 
options  are  outstanding  is  restricted. 

Separate  tax  treatment  is  provided  for  - 
employee  stock  purchase  plans  which  arc  * 
available  to  all  employees  on  a  nondis- 
criminatory  basis  under  rules  which  are 
substantially  the  same  as  under  present 
law. 

Section  222,  revolving  credit:  Install¬ 
ment  sales  treatment,  under  which  the 
income  is  reported' as  the  installment  is 
received,  is  extended  to  revolving  credit 
sales  but  not  with  respect  to  accounts 
used  as  ordinary  charge  accounts. 

[P.  3433 ] 

Section  223,  contested  items:  Where  a 
taxpayer  contests  a  tax  or  other  liability, 
he  is,  nevertheless,  to  be  permitted  a  de¬ 
duction  for  the  item  in  the  year  in  which 
he  makes  the  payment  if  this  is  earlier 
than  the  year  in  which  the  contest  is 
settled. 

Section  224,  unstated  interest:  Where  1 
property  is  sold  on  an  installment  basis  ' 
and  either  no,  or  very  little,  interest  is 
charged  on  the  installments,  an  appro¬ 
priate  amount  of  each  installment  is  to 


~be  treated  as  if  it  were  an  interest  pay¬ 
ment.  This  section  also  provides  that 
the  interest  element  in  certain  install- 
1  ment  payments  for  educational  serv¬ 
ices — including  lodging — may  be  treated 
as  deductible  interest. 

Section  225,  personal  holding  com¬ 
panies:  The  percentage  of  passive  in¬ 
come  which  may  result  in  a  company  be¬ 
ing  classified  as  a  personal  holding  com¬ 
pany  is  reduced  from  80  to  60  percent 
and  amendments  are  made  so  that  the 
personal  holding  company  tax  cannot  be 
avoided  by  using  rental  income  or  oil  or 
gas  or  mineral  royalties — or  working  in¬ 
terests — to  shelter  substantial  amounts 
of  investment  income,  such  as  dividends 
and  interest,  from  the  personal  holding 
company  tax.  Other  restrictive  amend¬ 
ments  are  also  made.  In  addition,  re¬ 
lief  is  provided  for  those  companies 
which  are  not  now  personal  holding  com¬ 
panies,  but  would  be  under  the  new 
definitions.  They  are  permitted  favor¬ 
able  liquidation  treatment  in  certain 
cases  and  also  permitted  a  deduction 
in  computing  the  personal  holding  com¬ 
pany  income  for  paying  off  existing 
debts.  The  section  also  provides  that 
the  basis  of  foreign  personal  holding 
company  stock  transmitted  at  death  is 
to  be  increased  by  the  Federal  estate 
tax  attributable  to  appreciation  in  such 
stock. 

Section  226,  aggregations  of  property: 
For  the  future,  oil  and  gas  leases  and 
acquisitions  may  no  longer  be  aggregated 
into  “operating  units"  in  determining 
what  constitutes  a  property  for  purposes 
of  computing  the  50-percent  net  income 
limitation  in  the  case  of  the  percentage 
depletion  deduction. 

Section  227,  iron  ore  royalties:  Capital 
gains  treatment  is  extended  to  iron  ore 
royalties  where  the  iron  ore  is  mined  in 
the  United  States  and  the  persons  ac¬ 
quiring  the  ore  are  not  related  to  the 
persons  owning  the  property. 

Section  228,  insurance  companies: 
Three  changes  are  made  with  respect 
to  the  income  tax  of  insurance  com¬ 
panies:  First,  the  present  rule  providing 
for  the  deduction  of  certain  distributions 
in  1958  through  1961  to  shareholders 
pursuant  to  “mutualizations"  of  stock 
life  insurance  companies  are  extended  to 
cover  distributions  in  1962;  second,  the 
requirement  of  present  law  that  life  in¬ 
surance  companies,  and  small  mutual 
casualty  insurance  companies  taxed  on 
on  investment  income  only,  are  to  rata¬ 
bly  accrue  market  discount  on  purchased 
bonds  as  ordinary  income  is  removed 
with  the  result  that  this  will  be  treated 
as  capital  gains;  and,  third,  a  change  is 
made  to  assure  the  deductibility  of  quali¬ 
fied  pension  plan  contributions  of  stock 
casualty  insurance  companies,  i 
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Section  229,  mutual  funds:  Regulated 
investment  companies — that  is,  mutual 
funds  meeting  certain  requirements— 
are  to  be  given  45  days  after  the  close  of 
their  taxable  year  rather  than  30  days  to 
give  notices  to  their  shareholders  as  to 
the  treatment  by  the  shareholders  of  in¬ 
come  received  from  the  companies.  In 
addition,  a  provision  is  added  to  the  ef¬ 
fect  that  distributions  by  a  unit  invest¬ 
ment  trust  liquidating  an  individual’s 
interests  in  the  trust  are  not  to  be  con¬ 
sidered  as  giving  rise  to  capital  gains 
tax  with  respect  to  interests  of  other 
investors  still  in  the  trust. 

Section  230,  capital  loss  carryovers: 
Individuals  will  have  an  unlimited  carry¬ 
over  of  capital  losses  instead  of  a  5 -year 
carryover  of  present  law,  but  these  losses 
must  retain  their  character  as  short¬ 
term  or  long-term  losses — rather  than 
necessarily  being  treated  as  short-term 
losses  in  the  year  to  which  they  are  car¬ 
ried. 

Section  231,  gains  on  real  estate:  In 
the  case  of  real  estate  sold  in  the  future, 
any  depreciation  deduction,  to  the  extent 
the  deductions  exceed  the  depreciation 
which  would  have  been  allowable  under 
the  straight  line  method — but  only  to 
the  extent  of  any  gain — are  to  be  treated 
as  giving  rise  to  ordinary  income.  How¬ 
ever,  in  the  case  of  property  held  more 
than  20  months,  the  amount  treated  as 
ordinary  income  is  to  be  reduced  by  1 
percent  for  each  month  of  holding  over 
20,  with  the  result  that  these  amounts 
are  taxed  as  capital  gains,  rather  than 
as  ordinary  income,  in  the  case  of  real 
property  held  more  than  10  years. 

Section  232,  averaging:  In  place  of 
the  various  specialized  averaging  provi¬ 
sions  available  under  present  law,  what 
in  effect  amounts  to  averaging  of  in¬ 
come  over  a  5 -year  period  is  to  be  avail¬ 
able  for  the  income  in  the  current  year 
which  exceeds  the  average  of  the  income 
of  the  4  prior  years  by  more  than  one- 
third  but  only  if  the  excess  over  this 
iy3  amounts  to  more  than  $3,000. 

Section  233,  subchapter  S  corpora¬ 
tions:  In  the  case  of  subchapter  S  corpo¬ 
rations,  the  income  of  which  is  treated 
essentially  like  partnership  income,  it  is 
provided  that  certain  distributions  of 
money  after  the  close  of  a  taxable  year 
may  be  treated  as  made  during  the  year, 
in  order  to  prevent  the  double  inclusion 
of  this  income  in  the  tax  base  of  a  share¬ 
holder;  and  that  a  corporation  member 
of  an  affiliated  group  may  elect  sub- 
chapter  S  treatment  if  the  only  other 
members  of  the  group  are  inactive  sub¬ 
sidiary  corporations. 

Section  234,  consolidated  returns: 
The  2 -percent  penalty  tax  which  pre¬ 


sently  must  be  paid  by  corporations  for 
the  privilege  of  filing  consolidated  re¬ 
turns  is  repealed. 

Section  235,  multiple  surtax  exemp¬ 
tions:  For  corporations  where  there  is 
common  control  to  the  extent  of  80  per¬ 
cent  or  more,  the  corporations  involved 
may,  as  under  present  law,  file  a  con¬ 
solidated  return,  or  may  claim  one  $25,- 
000  surtax  exemption  for  the  group,  or 
alternatively  may  continue  to  each  claim 
their  own  surtax  exemption  if  a  special 
tax  of  6  percent  is  paid  upon  the  first 
$25,000  of  the  income  of  each  of  these 
corporations.  In  addition,  under  pres¬ 
ent  law,  corporations  may  not  transfer 
directly  all  or  part  of  their  property — 
other  than  money — to  another  corpora¬ 
tion  if  the  other  corporation  was  cre¬ 
ated  for  the  purpose  of  acquiring  the 
property  and  was  not  actively  engaged 
in  business  at  the  time  of  the  acquisi¬ 
tion  and  still  have  each  of  these  corpo¬ 
rations  eligible  for  its  own  surtax  ex¬ 
emption.  This  treatment  is  extended  to 
cover  cases  where  the  same  result  is 
obtained  indirectly  as  well  as  directly 
and  also  where  the  result  is  obtained 
where  five  or  fewer  individuals  who  con¬ 
trol  a  corporation  transfer  property  di¬ 
rectly  or  indirectly  to  a  transferee  cor¬ 
poration. 

Section  236,  tax  liens:  A  purchaser — 
but  not  a  mortgagee  or  pledgee — of  a 
motor  vehicle  who  acquires  possession 
will  not  be  subject  to  a  Federal  tax  lien 
against  the  motor  vehicle,  notice  of 
which  has  been  publicly  filed  unless  he 
has  actual  knowledge  of  the  existence 
of  the  lien. 

Section  237,  earned  income  of  U.S.  citi¬ 
zens  abroad:  In  the  case  of  U.S.  citizens 
who  are  present  in  a  foreign  country  for 
17  out  of  18  consecutive  months,  or  who 
are  bona  fide  residents  of  a  foreign  coun¬ 
try  for  not  more  than  3  years,  the  limita¬ 
tion  on  the  exclusion  from  gross  income  is 
continued  at  $20,000;  but  in  the  case  of  a 
U.S.  citizen  who  is  a  bona  fide  resident 
of  a  foreign  country  for  more  than  3 
years  the  exclusion  is  to  be  $25,000  after 
1964 — instead  of  $35,000. 

Section  238,  Cuban  seizures  of  nonbusi¬ 
ness  property:  This  provision  permits  a 
deduction  for  losses  occasioned  by  the 
seizure,  by  Cuba,  of  personal  residences — 
and  other  tangible  nonbusiness  prop¬ 
erty — by  treating  such  losses  as  losses 
arising  from  a  casualty. 

Section  239,  refund  of  self-employment 
tax :  This  permits  persons  who  paid  self- 
employment  tax  and  who  are  later  cov¬ 
ered  for  the  same  period  by  a  retroactive 
social  security  agreement  entered  into 
by  a  State  to  obtain  a  refund  of  the  self- 
employment  tax.  Employees  may  al¬ 
ready  obtain  a  refund  of  the  social  secu¬ 
rity  taxes  paid  by  them  in  this  situation. 
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4  Includes  100-percent  intercorporate  dividend  deduction  for  certain  affiliated  groups.  *  Treasury  Department  estimate;  estimate  of  staff  of  Joint  Committee  on  Internal 
4  Revised;  estimate  in  Ways  and  Means  Committee  report,  combining  this  item  with  Revenue  Taxation  is  higher  by  $85,000,000  because  of  the  investment  credit  basis 
unlocking”  was  $340,000,000.  provision. 


Table  5. — Action  by  conference  on  H.R.  8363  resulting  in  significant  change  in  lax  liability  over  House  bill  and  Senate  bill  calendar  years 

1964-65  and  long  run  ■  *  J 

[In  millions  of  dollars] 
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1  $26,000,000  for  presidential  election  year;  60  percent  of  that  amount  for  congressional  *  Plus— less  than  $2,500,000. 
election  year  and  26  percent  for  off  year;  average  about  $15,000,000  per  year.  *  These  differences  are  based  on  revised  estimates  of  effect  of  IIousc  action. 

*  Minus— less  than  $2,600,000.  *  Negligible  by  1970. 
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1  Minus— Less  than  $2,500,000.  *  This  difference  is  based  on  rovised  estimate  of  effect  of  House  action, 

*  Pius— Less  thten  $2,600,000.  *  Assumes  effective  date  for  withholding  change  of  Mar.  8, 1904. 
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basis  by  amount  of  investment  credit. 


Table  8. — Individual  income  tax  liability 
under  present  law  and  under  H.R.  8363 


SINGLE  PERSON  WITH  STANDARD  DEDUCTION, 
CALENDAR  TEAR  1965 


✓ 

Adjusted 
gross 
income  1 

Under 

present 

law 

Under  H.R.  8363 

Amount 
of  tax 

Tax  re< 

Amount 

iuction 

Percent¬ 

age 

$1,000 . 

$62 

$16 

$46 

74 

$1,500 . 

152 

87 

65 

43 

$2,000. . 

242 

163 

79 

33 

$.‘<,000. . 

427 

333 

94 

22 

$4,000 _ 

625 

504 

121 

19 

$5,000. . . 

813 

671 

147 

18 

$0,000 _ 

1,048 

866 

182 

17 

$7,500 _ 

1,405 

1, 168 

237 

17 

$10,000 _ 

2, 09G 

1,742 

354 

17 

$12,500.. . 

2,  982 

2.478 

504 

17 

$15,000 . 

4,002 

3, 334 

668 

17 

$17,500 _ 

5,  153 

4,291 

862 

17 

$20,000.. . 

6,412 

5, 350 

1,082 

17 

i  Wages  and  salaries. 


Table  9. — Individual  income  tax  liability 
under  present  law  and  under  H.R.  8363 


MARRIED  COUPLE  WITH  NO  DEPENDENTS,  WITH 
STANDARD  DEDUCTION,  CALENDAR  YEAR  1965 


Adjusted 
gross 
income  1 

Under 

present 

law 

Under  H.R.  8363 

Amount 
of  tax 

Tax  ret 

Amount 

iuction 

Percent¬ 

age 

$1,000 . 

0 

0 

0 

0 

$1,500 . 

$32 

0 

$32 

100 

$2,000 . . 

122 

$58 

64 

52 

$3,000. . 

305 

204 

101 

33 

$4,000 . 

485 

358 

127 

26 

$5,000. . . 

660 

501 

159 

24 

$6,000 . 

844 

658 

186 

22 

$7,500.. . 

1,141 

915 

226 

20 

$10,000 _ 

1,636 

1,342 

294 

18 

$12,500 . 

2,  278 

1,886 

392 

17 

$15,000 . . 

2,  960 

2,  460 

500 

17 

$17,500 _ 

3,710 

3, 085 

625 

17 

$20,000 . 

4,  532 

3, 764 

768 

17 

1  Wages  and  salaries. 


Table  10. — Individual  income  tax  liability 
under  present  law  and  under  H  R.  8363 

MARRIED  COUPLE  WITH  2  DEPENDENTS,  WITH 


STANDARD  DEDUCTION,  CALENDER  YEAR  1965 


Adjusted 
gross 
income  > 

Under 

present 

law 

Under  H.R.  8363 

Amount 
of  tax 

Tax  rec 

Amount 

Iuction 

Percent¬ 

age 

$1,000 _ 

0 

0 

$1,500 _ 

0 

0 

$2,000 . . 

0 

0 

$3,000 _ 

$65 

$4 

$61 

94 

$4,000. . 

245 

144 

101 

41 

$5,000 _ 

420 

290 

130 

31 

$6,000 _ 

600 

450 

150 

25 

$7,500 _ 

877. 

687 

190 

22 

$10,000 _ 

1,372 

1,114 

258 

19 

$12,500 _ 

1,966 

1,622 

344 

17 

$15,000 _ 

2,  616 

2,  172 

444 

17 

$17,500 _ 

3,  350 

2,  785 

565 

17 

$20,000 _ 

4, 124 

3,  428 

696 

17 

1  Wages  and  salaries. 


Table  11. — Individual  income  tax  liability 
under  present  law  and  under  H.R.  8363 


MARRIED  COUPLE  WITH  NO  DEPENDENTS,  WITH 
TYPICAL  AVERAGE  ITEMIZED  DEDUCTIONS, 
CALENDAR  YEAR  1965 


Adjusted 
gross 
income  1 

Under 

present 

law 

Under  H.R.  8363 

Amount 
of  tax 

Tax  re< 

Amount 

iuction 

Percent¬ 

age 

$5,000 _ 

$540 

$407 

$133 

25 

$6,000 _ 

696 

538 

158 

23 

$7,500 _ 

•  976 

785 

191 

20 

$10,000 _ 

1,460 

1,204 

256 

18 

$12,500 . 

1,972 

1,644 

328 

17 

$15,000 . 

2,  525 

2,111 

414 

16 

$17,500 _ 

3, 133 

2,622 

511 

16 

$20,000 _ 

3,770 

3,158 

612 

16 

$25,000 _ 

5, 229 

4,368 

861 

16 

$30,000.. . 

6, 886 

6,  773 

1,113 

16 

$40,000 . . 

10,  775 

9,031 

1,744 

16 

$50,000 _ 

15,248 

12,843 

2, 405 

16 

$75,000 . 

25,696 

21, 825 

3, 871 

15 

$100,000 . 

37, 648 

31,897 

5,651 

15 

i  Wages  and  salaries. 
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Table  12. — Individual  income  tax  liability 
under  present  law  and  under  HJl.  8363 

MARRIED  COUPLE  WITH  2  DEPENDENTS,  WITH 
TYPICAL  AVERAGE  ITEMIZED  DEDUCTIONS, 
CALENDAR  YEAR  1065 


Under  H.R.  8363 

Adjusted 

Under 

gross 

present 

Tax  reduction 

In  co  mo  * 

law 

Amount 

of  tax 

Amount 

Percent- 

age 

$5,000 . 

$300 

$220 

$80 

27 

$0,000 . 

450 

340 

116 

26 

$7,500 . 

720 

604 

-  156 

22 

$10,000 . 

1,190 

97G 

220 

18 

$12,500 . r. 

1,004 

1,380 

284 

17 

$15,000 . 

2,213 

1,847 

306 

_  17 

$17,500 . 

2,  772 

2,322 

450 

16 

$20,000 . 

3,410 

2. 858 

652 

10 

$25,000 . 

4,821 

4,032 

789 

*  10 

$30,000 . 

0,420 

6. 377 

1,043 

10 

$10,000 . 

10. 188 

8,  537 

1, 051 

10 

$.50,000 . 

14.  570 

12,  207 

2.309 

10 

$75.000 . 

24, 052 

21, 189 

3,703 

15 

$100,000 . 

30,  720 

31,  201 

6,619 

15 

1  Wages  and  salaries. 
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Mr.  JONES  of  Missouri.  Mr.  Speaker, 
will  the  gentleman  yield  for  a  couple  of 
brief  questions? 

Mr.  MILLS.  I  yield. 

Mr.  JONES  of  Missouri.  I  take  it 
from  the  statement  of  the  managers  that 
the  Senate  receded  on  amendment  No. 
1,  declaring  the  sense  of  the  Congress, 
but  I  should  like  to  ask  what  in  the  opin¬ 
ion  of  the  chairman  would  be  his  inter¬ 
pretation  of  a  brief  transitional  period 
before  we  would  raise  revenues  under 
this  bill. 

Mr.  MILLS.  I  would  anticipate  that 
after  fiscal  year  1965,  because  there  will 
be  in  that  fiscal  year  a  net  reduction  in 
revenues,  taking  into  consideration  the 
increase  that  we  expect  in  the  economy, 
of  about  $4.5  billion  under  the  confer¬ 
ence  report — I  would  think  that  by  fiscal 
year  1966  we  would  be  well  back  to  where 
[/>.  3440 ] 

we  are  now  with  these  higher  rates  of 
taxation. 

Mr.  JONES  of  Missouri.  One  other 
brief  question:  Does  the  gentleman  see 
anywhere  in  the  foreseeable  future  that 
we  will  be  able  to  reduce  the  public  debt? 

Mr.  MILLS.  Yes.  We  are  not  going 
to  do  it,  apparently,  on  the  basis  of  the 
present  rates  of  tax.  We  have  not  done 
a  very  good  job  of  it  since  World  War  II. 
I  think  there  is  a  possibility  of  a  bal¬ 
anced  budget  within  a  reasonable  period 
of  time,  as  suggested  here  in  the  pre¬ 
amble.  Any  time  we  have  a  balanced 
budget,  that  means  that  we  have  some 
excess  of  revenues  over  spending  that 
can  go  no  place  except  into  the  dis¬ 
charge  of  some  of  the  previously  created 
..indebtedness* _ 


\: 


i 


Mr.  JONES  of  Missouri.  Then,  with 
my  confidence  in  the  gentleman  from 
Arkansas,  I  intend  to  support  this  con¬ 
ference  report,  relying  on  his  statement. 

Mr.  LAIRD.  Mr.  Speaker,  will  the 
gentleman  yield?  '  1 

Mr.  MILLS.  I  yield  to  the  gentleman 
from  Wisconsin. 

Mr.  LAIRD.  The  gentleman  from  Ar¬ 
kansas  mentions  the  fact  that  the  budget 
figure  for  1965  was  in  tjie  motion  to 
recommit  that  was  made  in  the  House 
when,  the  bill  was  under  consideration. 

Mr.  MILLS.  I  was  referring  to  the 
spending  budget. 

Mr.  LAIRD.  Will  the  gentleman  ad¬ 
mit  that  the  spending  budget  in  1964  was 
at  least  $600  million  more  than  the 
amount  which  his  committee  promised 
in  November  would  be  the  figure  for  fis¬ 
cal  year  1964?  A3  •*>  - 

Mr.  MILLS.  •  No,  we  were  talking 
about  the  cash  Vate  of  spending,  as  I 
recall,  when  the  Secretary  of  the  Treas¬ 
ury  gave  us  certain  figures.  I  will  check 
with  him,  but  I  had  understood  he  was 
talking  about  the  actual  cash  spending 
by  the  Government. 

Mr.  LAIRD.  That  is  what  the  other 
refers  to,  the  actual  cash'  spending. 
They  are  comparable  figures. 

Mr.  MILLS.  It  was  not  over  $100 
million  as  he  used  the  figures,  but  this 
rate  of  spending,  as  the  gentleman 
knows,  in  the  budget,  $97.9  billion,  those 
are  the  figures  I  am  referring  to. 

Mr.  LAIRD.  As  to  fiscal  1965. 

Mr.  MILLS.  That  is  right. 

Mr.  LAIRD.  But  in  the  fiscal  1964  fig¬ 
ures  there  has  been  an  increase  by  $650 
million,  according  to  their  own  estimate, 
and  according  to  the  estimate  of  others, 
over  $1  billion. 

Mr.  MILLS.  There  has  been  that  in¬ 
crease  in  1964. 

Mr.  GROSS.  Mr.  Speaker,  will  the 
gentleman  yield? 

Mr.  MILLS.  I  yield  to  the  gentleman 
from  Iowa. 

Mr.  GROSS.  I  understand  that  the 
Internal  Revenue  Service  or  the  Treas¬ 
ury  Department  has  caused  to  be  printed 
thousands  upon  thousands,  running  into 
untold  thousands  of  dollars  of  printing 
exoense,  of  revised  tax  guides. 

Mr.  MILLS.  The  Internal  Revenue 
Service  did,  at  the  direction  of  the  con¬ 
ferees,  reprint  tables  incorporating  the 
14-pei*cent  withholding  rate. 

Mr.  GROSS.  What  are  you  going  to 
do  if  this  bill  does  not  pass?  - -  "* 

Mr.  MILLS.  We  are  all  optimistic. 

Mr.  GROSS.  Who  is  going  to  explain 
the  expenditure  of  thousands  and  thou¬ 
sands  of  dollars  if  the  bill  does  not  pass, 
and  I  hope  it  does  not.  /}  A>  ~  2- 

Mr.  MILLS.  The  conferees  on  the 
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part  of  the  House  and  Senate  felt  that 
both  branches  would  take  the  confer¬ 
ence  report.  We  certainly  hope  that 
they  will,  and  we  feel  that  they  will. 

'(Mr.  MILLS  asked  and  was  given  per¬ 
mission  to  revise  and  extend  his  remarks 
and  to  include  certain  tables  and 
charts.) 

Mr.  MILLS.  Mr.  Speaker,  I  yield  10 
minutes  to  the  gentleman  from  Missouri 
[Mr.  Curtis]. 

Mr.  CURTIS.  Mr.  Speaker,  I  did  not 
sign  the  conference  report  and  it  is  my 
recommendation  that  the  House  not  ac¬ 
cept  it.  This  is  a  poorer  measure  than 
that  which  passed  the  House. 

Let  me  start  on  an  affirmative  note, 
however,  and  state  that  I  do  agree  with 
the  gentleman  from  Arkansas,  the  chair¬ 
man  of  the  committee  [Mr.  Mills],  that 
in  many  respects,  in  the  technical  as¬ 
pects  of  the  amendments,  this  is  a  better 
bill  than  that  which  passed  the  House. 
A  lot  of  improvements  were  made. 

My  basic  objection  goes  back  to  the 
economic  premise  upon  which  this  tax 
bill  was  first  presented  to  the  House  and 
on  the  basis  of  which  it  passed  the  House 
and  then  went  over  to  the  Senate  and 
then  came  back  from  conference. 

In  reference  to  the  economic  premise, 
this  is  a  much  inferior  bill  to  that  which 
passed  the  House.  The  economic  pre¬ 
mise,  of  course,  was  to  stimulate  the 
economy.  Those  of  us  who  have  op¬ 
posed  this  bill  at  this  time  were  not 
opposing  it  on  the  basis  of  opposition  to 
the  need  for  tax  reform.  In  fact,  we 
argued  with  those  who  are  now  support¬ 
ing  tax  reform  that  they  were  Johnny- 
come-latelies;  but  that  this  has  to  be 
done  in  the  context  of  and  with  expendi¬ 
ture  reform.  The  counterargument,  I 
might  say,  to  this  theory  of  stimulating 
the  economy  without  expenditure  reform 
is  that  it  will  basically  damage  the  econ¬ 
omy  through  inflation  and  through  fur¬ 
ther  increases  in  unemployment  and  in 
an  aggravation  of  our  very  serious  inter¬ 
national  situation  with  regard  to  bal¬ 
ance  of  payments. 

To  restate  the  bare  bones  of  this 
argument — 

First.  Our  economy  is  '  vigorous — not 
tired  and  lethargic. 

The  administration’s  theory  is  predi¬ 
cated  on  the  fact  that  the  economy  is 
tired  and  lethargic  and  needs  a  stimu¬ 
lus,  that  it  needs  a  shot  in  the  arm,  if 
you  will  notice  their  figure  of  speech. 

Our  point  is  that  our  economy  is  grow¬ 
ing  so  fast  that  it  has  growing  pains  and 
that  the  tax  structure  is  impeding  this 
economic  growth. 

Using  this  figure  of  speech,  it  needs 
bigger  shoes  and  larger  clothing  and 


fvesh  air  and  exercise — and  not  shots  in 
the  arm. 

Now  as  to  the  second  part  of  this  syl¬ 
logism —  ..  ,  • 

Problems  in  the  field  of  debt  man¬ 
agement  are  as  dangerous  and  as  re¬ 
strictive  on  economic  growth  as  the  prob¬ 
lems  that  we  all  recognize  exist  in  the  tax 
field. 

Voting  for  a  tax  cut  without  real  ex¬ 
penditure  reform  simply  transfers  the 
tax  problems  over  into  debt  management 
problems. 

This  is  the  situation  as  it  exists.  So 
the  dispute,  as  it  develops  here  on  the 
floor  of  the  House  and  even  before  it 
came  to  the  floor  of  the  House,  was 
over  the  question  of  expenditure  reform. 
Fortunately,  the  theorists  behind  the  ad¬ 
ministration  proposal  had  no  spokesman 
on  the  floor  of  the  House  during  the 
conduct  of  debate. 

The  only  spokesmen  who  spoke  for  the 
tax  bill  did  so  on  tne  grounds  that  they 
were  bringing  about  expenditure  reform. 

Members  will  recall  the  Mills  preamble 
to  the  tax  bill,  as  it  passed  the  House, 
which  said  it  was  the  sense  of  Congress 
that  there  would  be  expenditure  reform. 
Gentlemen  and  ladies  of  the  House,  that 
preamble  has  been  dropped  in  the  con¬ 
ference  report. 

Mr.  MILLS.  Mr.  Speaker,  will  the 
gentleman  yield? 

Mr.  CURTIS.  I  yield  to  the  gentle¬ 
man. 

Mr.  MILLS.  I  remind  my  friend  that 
the  other  body  receded  on  the  amend¬ 
ment  and  the  preamble  is  in  the  con¬ 
ference  report. 

Mr.  CURTIS.  Oh,  you  left  it  in? 

Mr.  MILLS.  Yes. 

Mr.  CURTIS.  I  thought  it  had  been 
knocked  out.  Let  us  be  sure  on  that. 

Mr.  MILLS.  Look  at  the  conference 
report. 

Mr.  CURTIS.  Very  well. 

Mr.  MILLS.  On  the  first  page  it  shows 
that  the  Senate  receded  on  amendment 

No.  1. 

Mr.  CURTIS.  I  stand  corrected.  I 
thought  the  preamble  had  been  dropped. 
It  might  just  as  well  have  been  dropped. 

I  might  add  that,  in  the  debate  over 
the  preamble,  there  was  a  question  of 
whether  good  intentions  would  conform 
to  actuality. 

Now  I  wish  to  talk  to  my  Republican 
friends  primarily.  The  Republican  pro¬ 
posal  in  lieu  of  the  preamble  had  two 
parts  to  it.  First,  that  the  expenditure 
level  for  the  fiscal  year  1964  be  kept  at 
$97  billion;  and,  second,  that  the  ex¬ 
penditure  level  for  fiscal  year  1965  be 
kept  at  $98  billion. 

Some  of  my  Republican  friends  have  a 
feeling  that  because  the  Johnson  ad- 
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ministration  has  come  in  with  its  19G5 
expenditure  level  predicated  at  $97.9  bil¬ 
lion — note  how  they  just  got  under  the 
$98  billion — therefore,  the  preamble,  as 
in  the  Democratic  proposal  and  in  the 
bill,  and  the  Republican  motion  to  re¬ 
commit  have  been  fulfilled;  but  the  point 
is  that  the  most  realistic  of  all  figures, . 
of  course,  are  the  figures  on  expenditure 
levels  for  the  current  fiscal  year.  ^  \  -  - 

The  Kennedy  administration  in  No¬ 
vember  was  down  to  $97.8  billion  for 
-fiscal  year  1C 61.  Under  the  Budget  and 
Accounting  Act,  the  administration  is  re¬ 
quired  to  give  a  new  January  estimate 
for  this  figure.  The  Johnson  adminis-. 
tration  estimate  increased  it  by  $600  mil¬ 
lion,  to  $98.4  bill’on.  This  was  done  at 
•.  the  same  t'me  that  headlines  wore  being 
created,  talking  about  turning  off  the 
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lights  at  the  White  House  and  cutting 
back  on  Cadillacs.  In  other  words,  there 
has  not  been  a  conformity  to  the  pre¬ 
amble  which  the  chairman  put  into  the 
bill  or  to  the  Republican  motion  to  re¬ 
commit. 

So  far  as  the  realistic  figures  contained 
in  the  $97.9  billion  estimate  for  fiscal 
year  1965  and  the  rest  of  the  Johnson 
budget  are  concerned — and  I  am  talking 
now  to  my  Republican  friends — the  Bow 
committee,  riding  herd  on  these  expendi¬ 
tures,  met  only  yesterday  and  came  forth 
with  a  very  good  analysis  of  this  budget. 
To  use  a  short  word,  they  called  it 
“phony”  so  far  as  holding  to  these  ex¬ 
penditure  levels  is  concerned. 

This  has  nothing  to  do  with  parties. 
The  issue  before  us  is,  regardless  of  these 
party  positions,  what  are  the  facts  so  far 
as  the  economy  of  this  country  is  con¬ 
cerned?  Will  we  stimulate  the  economy 
to  a  point  that  we  will  have  a  boom 
which  will  then  lead  to  a  bust? 

I  suggest  that  the  record  and  the 
budget  itself  and  the  figures  reveal  that 
the  preamble  is  not  being  lived  up  to 
any  more  than  was  the  expenditure  level 
for  1964  reduced.  Indeed,  that  expendi¬ 
tures  were  actually  increased. 

Furthermore,  I  wish  to  say  that  the 
President’s  Economic  Report  points  out 
the  real  facts.  The  President’s  Econ¬ 
omic  Report,  filed  only  a  month  ago,  says 
that  Federal  expenditures  will  increase 
$2.5  billion  from  calendar  year  J.963 
through  calendar  year  1964.  There  is 
the  truth  of  the  matter. 

Furthermore  this  budget — this  is  the 
administration’s  statement — will  give 
,  the  greatest  stimulus  to  our  economy  of 
any  Federal  budget  ever  presented.  In 
other  words,  expenditures  are  not  cut. 
This  is  the  truth  of  the  matter:  The 
conference  report  before  us  now  accele¬ 


rates  the  heating  up  effect  of  the  tax  bill 
by  accepting  the  Senate  version  of  ac¬ 
celerating  the  new  withholding  so  that 
the  major  impact  of  this  tax  bill  is 
forced  right  into  calendar  1964  and 
will  cover  a  12-  to  18-month  period  in¬ 
stead  of  the  House  version  which  would 
have  spread  this  tax  cut  over  a  period  of 
24  to  30  months.  Therefore,  we  are 
making  this  economic  picture  worse  and 
moving  forward  into  a  boom  and  bust 
posture. 

I  want  to  make  two  additional  major 
points.  We  are  adopting  a  new  fiscal 
theory  in  accepting  this  conference  re¬ 
port,  on  deficit  financing.  We  are  • 
abandoning  the  old  theory  of  deficit 
financing  even  before  it  has  established 
its  merit.  The  old  theory  was  we  bal¬ 
anced  out  the  deficits  we  created  in  eco¬ 
nomic  declines  through  the  surpluses 
during  period  of  economic  upsurge.  To¬ 
day,  in  1964,  no  one  denies  we  are  in  a 
period  of  economic  upturn,  at  the  top. 
This  is  the  very  time  when  we  should 
be  recouping  and  paying  off  on  the  Fed¬ 
eral  debt,  according  to  that  old  theory. 
The  new  theory  is  to  balance  the  budget 
in  periods  of  full  employment,  whatever 
that  means. 

The  SPEAKER.  The  time  of  the 
gentleman  from  Missouri  has  expired. 

Mr.  MILLS.  Mr.  Speaker,  I  yield  the 
gentleman  2  additional  minutes. 

Mr.  CURTIS.  The  gentleman  is  be¬ 
ing  very  helpful,  but  I  am  the  only  one 
speaking  against  the  bill.  I  will  try  to 
finish  in  2  minutes. 

The  new  theory  that  this  bill  is 
predicated  on  is  we  balance  the  budget 
in  periods  of  full  employment,  whatever 
that  might  mean.  According  to  the  ad¬ 
ministration,  they  think  it  might  mean 
1967.  According  to  the  eminent  econo¬ 
mist  Dr.  Arthur  Burns,  it  means  prob¬ 
ably  1972.  But  it  is  certainly  a  brand 
new  theory  and  completely  abandons  the 
Puritan  ethic.  Secondly,  I  think  we 
ought  to  judge  our  present  decision  by 
the  immediate  past.  The  gross  national 
product  estimates  of  the  President's 
Council  of  Economic  Advisers  for  fiscal 
1963  were  based  on  a  tax  cut  in  1963. 
Indeed  the  Council  said  if  we  did  not 
have  a  tax  cut  in  1963,  we  might  face  a 
reclssion.  So  the  Congress  in  its  wis¬ 
dom  did  not  give  a  tax  cut  in  1963. 
What  was  the  result?  We  exceeded  the 
growth  estimates  of  the  Council  of 
Economic  Advisers  measured  in  gross 
national  product  in  what  this  economy 
of  ours  did,  without  this  kind  of  false 
stimulus,  without  this  damaging  kind 
of  a  stimulus  of  a  tax  cut  without  ex¬ 
penditure  reform  in  a  period  of  cylical 
upswing.  Yet  here  we  are  with  more 
.  reasons  than  in  1963  not  to  pass  this  in 
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fiscal  1964,  accepting  a  conference  re¬ 
port  which  aggravates  and  heats  up  the 
economy  even  more  than  did  the  bill 
that  passed  the  House. 

Finally,  as  to  a  technical  matter  but 
'  a  very  serious  one,  there  are  contained 
in  this  bill  a  number  of  Senate  amend¬ 
ments  that  are  completely  ungermane 
to  the  bill  that  passed  the  House.  I  have 
tried  to  point  out  time  and  again  over 
a  period  of  many  years  under  the  Con¬ 
stitution  revenue  measures  must  origi¬ 
nate  in  the  House.  The  Senate’s  author¬ 
ity  is  only  to  amend.  If  that  power  of 
amendment  is  to  have  any  meaning  at 
all,  there  must  be  some  ruling  on  ger¬ 
maneness.  Regrettably  the  House  has 
not  held  the  line  on  this  and  we  did 
not  in  this  case.  We  have  had  matters 
put  into  -this  conference  report  on 
amendments  of  the  Senate  which  the 
House  Ways  and  Means  Committee  had 
no  opportunity  of  going  over  or  study¬ 
ing  them  let  alone  the  House  having 
the  opportunity  to  consider  them.  I 
would  regard  these  Senate  proposals  as 
unconstitutional.  I  hope  the  time  will 
come  when  the  House  will  make  a  deter¬ 
mined  fight  to  preserve  this  basic  fea¬ 
ture  of  the  Constitution  which  is  based 
on  such  sound  reasoning. 

Mr.  MILLS.  Mr.  Speaker,  I  yield  2 
minutes  to  the  gentleman  from  Michi¬ 
gan  [Mr.  Knox]. 

(Mi*.  KNOX  asked  and  was  given  per¬ 
mission  to  revise  and  extend  his  re¬ 
marks.) 

Mr.  KNOX.  Mr.  Speaker,  as  a  mem¬ 
ber  of  the  conference  committee  on  the 
part  of  the  House  I  rise  in  support  of 
the  conference  report.  I  do  so  because 
I  feel  strongly  that  the  bill  now  as 
agreed  to  between  the  House  and  Sen¬ 
ate  conferees  is  a  better  bill  and  a  much 
more  justifiable  bill  than  was  the  legis¬ 
lation  which  we  had  before  us  at  the 
time  the  House  first  considered  this 
measure.  This  is  true,  plus  the  fact  that 
as  I  recall  the  motion  to  recommit  did 
call  for  a  limitation  on  expenditures  for 
fiscal  year  1965  in  the  amount  of  about 
$98  billion. 

Mr.  Speaker,  the  President’s  budget  as 
submitted  to  the  Congress  does  call  for 
the  expenditure  of  approximately  $98 
billion,  as  we  had  previously  hoped  to 
write  into  the  motion  to  recommit. 

Mr.  Speaker,  it  is  my  hope  that  the 
President  is  sincere  in  the  budget  which 
he  has  sent  to  the  Congress.  I  agree 
with  our  chairman  of  the  Committee  on 
Ways  and  Means,  the  gentleman  from 
Arkansas  [Mr.  Mills],  that  it  is  up  to  , 
the  Congress  to  bring  about  fiscal  re¬ 
sponsibility  as  far  as  spending  is.  con¬ 
cerned.  It  is  my  hope  that  the  confer¬ 
ence  report  will  be  adopted  and  that  this 


Vill  become  an  actuality.  It  is  my  fur¬ 
ther  hope  that  Congress  will  at  least  do 
its  best  to  control  spending,  within  the 
anticipated  budget  which  the  President 
has  sent  to  the  Congress. 

Mr.  Speaker,  some  5  months  ago  this 
•  House  considered  H.R.  8363.  At  that 
time  I  opposed  the  bill;  first,  because  I 
felt  a  number  of  the  substantive  changes 
in  our  tax  laws  it  called  for  were  un¬ 
wise,  but  primarily  because  I  felt  it  was 
economically  and  fiscally  unjustifiable. 
Today  as  a  member  of  the  conference  I 
rise  in  support  of  this  legislation,  and 
urge  you  to  adopt  it.  There  are  a  num¬ 
ber  of  reasons  for  this  apparent  change 
in  my  position,  but  they  largely  involve 
changes  made  in  the  bill  itself,  coupled 
with  changes  in  the  fiscal  climate  in 
which  we  are  now  considering  it. 

I  should  like  to  deal  first  with  the  sub¬ 
stantive  provisions  of  the  bill.  Naturally 
it  is  far  from  perfect,  either  in  my  eyes, 
or  those  of  anyone  else  I  am  sure.  As 
tax  reform  it  leaves  much  to  be  desired. 
Unfortunately,  it  still  complicates  rather 
than  simplifies  our  already  overly  com¬ 
plex  tax  structure.  Yet  it  is  certainly  a 
vast  improvement  over  the  bill  that  left 
this  House  last  September.  Although  I 
would  have  preferred  to  see  it  contain 
some  reduction  in  capital  gains  rates, 
perhaps  it  is  best  they  were  left  pretty 
much  alone  by  the  Senate  in  light  of  the 
highly  confusing  nature  of  the  capital 
gains  structural  changes  envisioned  by 
the  House  bill.  I  am  particularly  en¬ 
couraged  by  the  Senate  action  and  that 
of  the  conference  in  regard  to  the  de¬ 
ductibility  of  State  gasoline  taxes. 
There  was  no  justification  for  their  re¬ 
moval  in  the  House  bill  except  perhaps 
as  a  revenue  raising  measure,  and  in  that 
respect  they  struck  off  in  the  wrong  di¬ 
rection.  We  have  long  recognized  the 
validity,  and  equitability  of  deducting 
State  taxes  of  this  general  type,  and  it  is 
best  that  this  should  continue.  There 
are  other  areas  in  the  final  bill  with 
which  I  do  not  agree,  but  this  bill  as  it 
now  stands  is  probably  the  best  we  can 
hope  for.  There  is  one  area  in  which  I 
still  have  considerable  reservation,  how¬ 
ever,  and  that  is  the  area  of  withholding 
on  wages  and  salaries.  The  cut  adopted 
by  the  Senate  and  accepted  in  confer¬ 
ence  from  18  to  14  percent  is  far  too  great 
a  cut  at  this  time.  To  begin  with,  it  may 
well  mislead  a  great  many  taxpayers  into 
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believing  they  are  getting  a  much  great¬ 
er  tax  cut  than  is  actually  the  case. 
This  will  result,  of  course,  from  the  sud¬ 
den  jump  in  take-home  pay  that  will 
occur  in  mid  or  late  March  for  millions v 
of  hourly  and  salaried  employees.  It 
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may  also  mean  that  a  great  many  per¬ 
sons  who  previously  have  counted  on  re¬ 
funds  or  at  least  breaking  even  come  tax 
return  time  will  find  next  year  that  they 
owe  substantial  amounts  to  the  Treasury 
due  to  underwithholding  this  year. 
Many  commentators  have  also  pointed 
out  that  this  drastic  slash  in  the  with¬ 
holding  rate  could  well  result  in  an  overly 
inflationary  boost  to  the  economy  now 
followed  by  depressing  effects  next  spring 
when  millions  have  to  tighten  their  belts 
to  cover  tax  balances  due.  I  feel  that  a 
15 -percent  rate  at  minimum  would  have 
been  far  more  realistic  and  far  less  mis¬ 
leading.  / 

At  the  same  time,  I  feel  the  justifica¬ 
tion  for  tax  cuts  is  on  a  much  sounder 
fiscal  basis  than  last  fall.  You  will  re¬ 
call  that  at  the  time  we  were  consider¬ 
ing  the  bill  in  September,  a  Republican 
amendment  was  offered  which  would 
have  made  any  tax  cuts  conditional  on 
the  rate  of  expenditures  being  held  at 
$97  billion  for  fiscal  year  1964  and  $98 
billion  for  fiscal  1965.  This  amendment 
\vas  defeated,  and  a  declaration  of  in¬ 
tent  inserted  in  the  bill  expressing  the 
sense  of  Congress  that  Federal  spending 
should  be  restrained.  At  the  time  the 
bill  was  before  the  House  there  was  no 
assurarfce  that  such  restraint  would  be 
forthcoming  or  even  seriously  contem¬ 
plated.  With  the  past  few  weeks,  how¬ 
ever,  we  have  received  a  number  of  mes¬ 
sages  from  President  Johnson  and  have 
witnessed  what  appears  to  be  an  economy 
drive  in  the  Federal  Government.  Al¬ 
though  I  still  have  my  doubts  as  to  the 
validity  of  many  of  the  fiscal  year  1965 
budget  figures,  I  am  willing  to  take  Presi¬ 
dent  Johnson  at  his  word,  so  far  as 
promised  restraint  in  Federal  spending 
is  concerned.  At  the  same  time,  there 
has  been  increasing  evidence  here  in 
Congress  that  perhaps  we  are  ready  to 
get  serious  about  economy  and  approach 
sensibility  in  fiscal  matters.  In  effect, 
the  fiscal  background  against  which  we 
seek  to  justify  these  tax  cuts  has  im¬ 
proved  considerably  since  last  fall, 
enough  so  that  I  feel  I  can  support  the 
adoption  of  the  conference  report  at 
this  time.  Nonetheless,  we  here  in  this 
House  must  realize  that  it  is  incumbent 
on  us  to  follow  through  on  the  promises 
of  forthcoming  fiscal  sanity.  In  the 
months  to  come  as  appropriation  bills 
reach  this  floor,  we  must  consider  each 
in  the  light  of  the  extent  to  which  they 
are  in  accord  with  this  pledge  we  are 
making.  It  is  my  fervent  hope  that  all 
this  economy  talk  was  not  simply  for 
the  purpose  of  “greasing  the  skids”  for 
the  tax  bill,  but  instead  will  serve  as  a 
spur  to  positive  action  on  our  part  to  in¬ 


sure  that  this  tax  cut  does  not  become 
meaningless  in  a  wave  of  inflationary 

pressures. 

In  conclusion,  Mr.  Speaker,  may  I  say 
that  while  I  have  considerable  reserva¬ 
tion  about  the  bill  itself  and  the  fiscal 
v.ourse  we  have  been  taking,  I  nonethe¬ 
less  feel  that  internally  H.R.  8363  is 
much  sounder  than  before  and  the  fiscal 
situation  has  improved  enough  and  holds 
sufficient  promise  of  future  improve¬ 
ment  to  justify  passage  at  this  time. 

In  light  of  the  fact  the  passage  has 
been  so  long  promised  there  might  well 
be  serious  repercussions  in  our  economy 
should  final  action  be  further  delayed. 
For  these  reasons,  I  urge  your  support 
for  acceptance  of  the  conference  report 
on  H.R.  8363. 

Mr.  MICHEL.  Mr.  Speaker,  will  the 
gentleman  yield? 

Mr.  KNOX.  I  yield  to  the  gentleman 
from  Illinois. 

Mr.  MICHEL.  The  speaker  preceding 
the  gentleman  from  Michigan,  the  gen¬ 
tleman  from  Missouri  [Mr.  Curtis]  ad¬ 
dressed  himself  to  debt  management.  If 
Members  vote  for  this  tax  bill  and  if 
there  is  a  resulting  loss  in  revenue,  would 
we  not  in  fact  have  to  vote  for  an  in¬ 
crease  in  the  national  debt  limit? 

Mr.  KNOX.  I  think  that  is  a  forgone 
conclusion  at  this  time  and  it  has  been 
for  some  time  in  the  past  that  there  will 
have  to  be  an  increase  in  the  national 
debt  limit  in  order  to  bring  about  sol¬ 
vency  insofar  as  the  Treasury  is  con¬ 
cerned  in  meeting  its  obligations. 

Mr.  MILLS.  Mr.  Speaker,  I  yield  10 
minutes  to  the  distinguished  gentleman 
from  Wisconsin  [Mr.  Byrnes]. 

(Mr.  BYRNES  of  Wisconsin  asked  and 
was  given  permission  to  revise  and  ex¬ 
tend  his  remarks.) 

Mr.  BYRNES  of  Wisconsin.  Mr. 
Speaker,  I  yield  such  time  as  he  may 
consume  to  the  gentleman  from  Vir¬ 
ginia  [Mr.  Broyhill],  a  new  and  dis¬ 
tinguished  member  of  the  Committee  on 
Ways  and  Means. 

Mr.  BROYHILL  of  Virginia.  Mr. 
Speaker,  I  thank  the  gentleman. 

(Mr.  BROYHILL  of  Virginia  asked  and 
was  given  permission  to  revise  and  ex¬ 
tend  his  remarks.)  / 

Mr.  BROYHILL*  of  Virginia.  Mr. 
Speaker,  my  colleagues  recently  hon¬ 
ored  me  with  the  high  privilege  of  serv¬ 
ing  on  the  Committee  on  Ways  and 
Means.  I  welcome  this  opportunity  to 
serve  and  pledge  my  dedicated  efforts  in 
fulfilling  my  responsibilities  in  this  as¬ 
signment  to  the  people  of  the  United 
States  and  to  my  constituents  in  the 
10th  District  of  Virginia. 

The  tax  bill,  H.R.  8363,  that  is  about  to 
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be  passed  by  the  Congress  is  designed  to 
.release  almost  $12  billion  into  our  econ¬ 
omy.  The  tax  rates  that  have  been  im¬ 
posed  on  our  citizens  are  voracious  and 
oppressive,  and  that  relief  is  needed  in 
beyond  question. 

Mr.  Speaker,  notwithstanding  the  pass¬ 
age  of  this  legislation  to  lighten  our  tax¬ 
load,  I  have  several  doubts  as  to  possible 
effects  that  could  come  in  the  future. 

„  We  have  been  given  assurances  that 
fiscal  restraints  in  Federal  spending  to 
eliminate  budget  deficits  will  accompany 
this  tax  reduction.  I  wonder  whether 
we  are  prepared  to  exercise  the  disciplines 
of  frugality  that  are  essential  to  justi¬ 
fying  a  tax  cut  of  this  magnitude.  I 
pray  that  this  will  be  the  case,  for 
if  it  is  not,  the  taxpayers  of  this  country 
can  be  the  victims  of  a  cruel  delusion. 
I,  for  one,  pledge  continuing  efforts  to 
exercise  the  necessary  restraints  on  ex¬ 
pansion  of  Govcrnn\eht  spending. 

There  is  another  aspect  of  this  tax  bill 
which  bothers  me.  The  bill  provides  that 
for  the  calendar  year  19G4  the  lowest  tax 
rate  is  to  be  16  percent.  The  bill  further 
provides  that  the  rate  on  withholding  on 
salaries  and  wages  is  to  be  14  percent 
effective  almost  immediately.  This 
spread  in  the  minimum  tax  liability  and 
the  rate  at  which  tax  is  withheld  can 
have  sevei  e  effects  that  could  be  trouble¬ 
some.  This  percentage  spread  can  have 
great  effect  on  the  flow  and  fluctuations 
of  Federal  revenue  and,  therefore,  on  the 
rate  of  deficit  over  the  next  2  years.  The 
temporary  reductions  in  Federal  reve¬ 
nues  from  the  lowered  withholding  rate 
will  put  money  into  the  hands  of  tax¬ 
payers  quickly.  However,  in  1965  the 
true  impact  of  this  disparity  will  also  hit 
the  taxpayers.  The  excess  money  which 
has  become  available  through  a  lowered 
withholding  rate  will  become  available 
immediately.  On  April  15.  1965,  many 
taxpayers  will  find,  however,  that  they 
owe  money  on  their  tax  returns  or  that 
the  tax  refund  that  had  been  antici¬ 
pated  has  either  vanished  or  been  sub¬ 
stantially  reduced.  In  all  fairness  and 
candor  this  point  should  be  brought  to 
the  attention  of  taxpayers  now  so  that 
they  can  plan  accordingly. 

The  effect  of  these  factors  contributing 
to  highly  fluctuating  revenue  rates  could 
cause  serious  imbalances  in  the  immedi¬ 
ate  future.  Fortune  magazine  of  Feb¬ 
ruary  1964  aptly  summarized  this  prob¬ 
lem  by  stating  that:  /}  3  S-  / 

Thuf,  th.e  United  States  might  conquer  its 
Everest  of  full  employment  this  side  of  elec¬ 
tion  day,  only  to  plunge  Into  troublo  on  tho 
other  side  of  it. 

Let  us  hope  this  prediction  docs  not 
come  true,  but  the  warning  should  be 
heeded. 


I  have  not  served  on  the  Ways  and 
Means  Committee  long  enough  to  have 
become1  indoctrinated  in  all  the  intricate 
works  of  our  tax  laws  or  the  other  prob¬ 
lems  that  come  before  this  distinguished 
committee. 

During  my  short  tenure  on  this  com¬ 
mittee  I  have  found  that  the  complexity 
of  the  tax  laws  is  staggering.  The  tax 
bill  upon  which  action  is  now  being  com¬ 
pleted  is  an  illustration  in  point.  In 
addition  to  the  modifications  of  the  rate 
structure,  we  find  'a  tax  bill  of  some  400 
pages,  with  volumes  and  volumes  of 
technical  explanation.  These  so-called 
structural  reforms  seem  to  add  a  maze 
of  new  provisions  that  only  the  most 
sophisticated  fully  comprehend.  I  agree 
with  those  of  my  colleagues  who  advo¬ 
cate  that  good  tax  legislation  should 
simplify,  not  further  confuse  and  com¬ 
plicate.  I  trust  we  will  conscientiously 
continue  to  advocate  tax  legislation 
which  is  both  remedial  and  simplified. 

The  scope  of  tax  legislation  in  these 
days  and  times  is  such  that  it  can  be  the 
root  of  our  economic  survival  which  can 
nourish  our  economy  or  wither  it  into 
trouble  and  inflation.  ^  3  r-  ^ 

Mr.  Speaker,  I  urge  that  we  all  pledge 
to  a  continuing  program  of  fiscal  disci¬ 
pline  so  as  to  justify  this  tax  reduction 
and  avoid  the  dangers  of  inflation  in 
the  future.  If  there  are  pitfalls  ahead, 
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let  us  be  prepared  to  accept  the  conse¬ 
quences  and  seek  to  eliminate  any  such 
consequences  quickly  and  effectively.  I 
consider  it  an  obligation  on  my  part  to 
bring  to  the  attention  of  the  House  not 
only  this  word  of  caution  but  those  facts 
I  find  in  the  future  which  may  be  at 
variance  with  the  promises  that  have 
been  made  by  those  who  urged  this  tax 
reduction  upon  us.  I  trust  that  the 
future  will  not  show  that  this  tax  cut  Is 
a  political  exercise  in  economic  games¬ 
manship. 

Mr.  BECKER.  Mr.  Speaker,  will  the 
gentleman  yield  for  the  purpose  of  an¬ 
swering  one  brief  question? 

Mr.  BYRNES  of  Wisconsin.  I  yield  to 
the  gentleman  from  New  York. 

Mr.  BECKER.  Is  it  not  a  fact  that  ’ 
the  situation  now  is  very  little  changed 
from  that  which  existed  at  the  time  we- 
passed  this  measure  initially,  and  that 
is  this :  that  this  tax  cut  must  be  financed 
by  borrowed  money  in  order  to  have  a 
reduction  in  taxes? 

"  Mr.  BYRNES  of  Wisconsin.  I  would 
say  that  the  situation  has  changed.  I 
shall  go  Into  that  in  my  remarks.  I  would  ' 
say  that  the  situation  has  changed  be-  ' 
tween  now  and  last  September  when  we 
voted  on  the  tax  bill.  There  is  no  ques-  .. 


4183 


tion  but  that  this  tax  cut  will  entail  some 
borrowing.  When  you  reduce  taxes  by 
$11  billion  for  a  period  you  will  have  to 
make  up  the  difference  through  borrow¬ 
ing.  But  there  is  a  normal  growth  in 
revenues  of  $4  to  $5  billion  annually.  If 
you  control  spending,  the  revenues  will 
be  brought  into  balance. 

Mr.  BECKER.  That  is  right.  I  thank 
the  gentleman  for  yielding. 

Mr.  BYRNES  of  Wisconsin.  There  is 
no  question  about  it. 

Mr.  MILLS.  Mr.  Speaker,  will  the 
gentleman  yield? 

Mr.  BYRNES  of  Wisconsin.  I  yield 
to  the  chairman  of  the  committee. 

Mr.  MTTJ.fi  I  wish  my  friend  the  gen¬ 
tleman  from  Wisconsin  [Mr.  Byrnes] 
would  point  out  to  my  friend  the  gentle¬ 
man  from  New  York  [Mr.  Becker]  that 
really  we  have  no  certainty  that  we  will 
not  be  borrowing  money  in  the  next  fis¬ 
cal  year  if  we  defeat  this  tax  bill.  We 
do  not  know  what  the  situation  will  be. 
We  could  have  to  borrow  money  then. 

Mr.  BYRNES  of  Wisconsin.  I  think 
it  can  be  said  with  certaintly  that  wheth¬ 
er  or  not  we  pass  this  bill,  if  the  rate  of 
spending  continues  as  projected,  we  are 
going  to  have  to  come  back  here  before 
June  with  legislation  increasing  the  bor¬ 
rowing  authority  of  the  President. 

Mr.  Speaker,  I  rise  in  support  of  this 
conference  report.  I  think  the  report 
itself  represents  a  reasonable  adjustment 
of  the  differences  between  the  bill  as 
it  passed  the  House  and  the  bill  as  it 
passed  the  Senate.  In  fact,  I  would  say 
some  of  the  Senate  provisions  which 
were  accepted  in  the  conference  improved 
the  bill. 

I  would  like  for  a  few  brief  moments 
to  address  myself  more  to  the  bill  itself 
which  has  had  a  hard  and  long  journey, 
and  I  think  it  is  a  good  thing  it  did  have 
a  long  and  hard  journey  because  it  is  an 
immeasurable  improvement  from  the 
original  proposal  that  was  sent  to  the 
committee  by  the  executive  branch.  Cer¬ 
tainly,  part  of  the  delay  is  attributable  to 
many  complex  so-called  “reforms”  ad¬ 
vanced  by  the  Treasury.  You  cannot 
write  300  pages  of  complex  legislation 
overnight.  In  fact,  you  can  never  be  rea¬ 
sonably  sure  of  the  effect  of  such  legisla¬ 
tion — unless  and  until  those  affected 
around  the  country  are  given  an  oppor¬ 
tunity  to  see  what  you  are  doing  and  to 
make  their  views  known.  But  this  was 
not  the  real  cause  for  delay.  When  this 
bill  was  first  sent  up  to  us,  the  Congress 
and  the  people  had  no  stomach  for  tax 
reduction  in  the  face  of  steadily  increas¬ 
ing  Federal  expenditures.  We  have  wit¬ 
nessed  a  change  in  thinking  on  the  part 
of  the  administration — and  the  Con¬ 
gress — with  respect  to  spending. 


I  have  always  been  in  favor  of  tax 
reduction.  It  has  been  my  longstanding 
position  that  excessive  tax  burden 
and  steeply  progressive  rates  should  be 
reduced. 

I  expressed  my  approval  generally  of 
the  bill  as  it  came  from  the  committee 
and  was  debated  in  the  House  last 
September.  I  pointed  out  at  that  time 
some  items  in  the  bill  with  which  I  dif¬ 
fered;  but  as  a  general  proposition  I  was 
ready  to  concede  that  the  bill  was  ac¬ 
ceptable  as  tax  legislation.  But,  I  fought 
for  an  honest  tax  cut,  which  would  be 
accompanied  by  a  sincere  effort  to  con¬ 
trol  runaway  Federal  spending.  I  op¬ 
posed  the  idea  that  tax  reduction  and 
increased  Federal  spending  could  be 
coupled  together,  without  bringing  fiscal 
disaster. 

I  would  like  to  restate  my  position  to¬ 
day,  not  only  as  it  relates  to  this  bill,  but 
as  it  relates  to  the  fiscal  policies  which 
will  be  adopted  by  the  Congress  and  the 
Government.  Even  after  this  bill  be¬ 
comes  law  our  tax  rates  will  be  too  high, 
the  rate  progressivity  will  be  too  steep, 
and  the  code  will  be  needlessly  complex. 
This  bill  does  not  reduce  the  steepness  of 
the  rate  schedules.  It  does  not  make  the 
code  less  complicated.  In  fact,  it  makes 
it  more  complicated.  The  Commissioner 
of  Internal  Revenue  Service  just  the 
other  day  pointed  out  that  the  new  forms 
that  will  be  necessary  under  this  bill  will 
be  more  complicated  than  the  forms  we 
are  filing  this  year. 

When  this  bill  was  before  the  House 
last  September  I  conditioned  my  support 
on  obtaining  a  commitment  both  from 
ourselves  and  from  the  President  to  hold 
the  line  on  spending.  I  said  then,  and 
I  repeat  now,  that  if  we  pass  this  bill 
without  restraints  on  spending  we  will 
be  creating  a  time  bomb  for  inflation.  I 
said  then,  and  I  repeat,  this  reduction 
will  be  meaningful,  safe,  and  permanent, 
only  if  we  put  restraints  on  spending. 
The  gentleman  from  Missouri  [Mr.  Cur¬ 
tis]  in  opposing  this  bill  has  issued  a 
note  of  warning  and  caution.  All  of  us 
who  are  in  support  of  the  bill  should 
bear  in  mind  we  are  flirting  with  real 
danger  if  we  pass  this  bill,  then  forget 
about  the  need  to  maintain  restraints  on 
spending. 

But  let  me  differentiate  briefly  be¬ 
tween  the  fiscal  situation  that  existed 
last  September  and  the  situation  that 
exists  today.  At  that  time  the  Congress 
had  only  started  work  on  the  appropria¬ 
tion  requests  for  fiscal  1964. 

The  President  at  that  time  was  asking 
for  some  $108  million  of  new  obligational 
authority.  We  did  not  know  what  part 
of  that  amount  would  be  granted  by  the 
Congress.  The  administration  was  pro- 


4184 


jectlng  an  expenditure  budget  for  1965  of 
$102  billion,  an  increase  of  $4  billion  over 
that  proposed  for  1964.  We  were  being 
told  by  the  President’s  advisers  that 
spending  could  not,  and  should  not  be 
reduced;  that  to  reduce  spending  would 
nullify  the  benefits  of  the  tax  cut. 

At  that  time,  as  spokesman  for  the 
Republican  members  of  the  Ways  and 
Means  Committee,  I  proposed  that  the 
tax  reduction  should  be  conditioned  on 
a  further  reduction  in  1964  expenditures 
and  a  level  for  expenditures  for  1965  of 
not  in  excess  of  $98  billion.  A  majority 
of  the  House  of  Representatives  refused 
to  concur  in  that  proposal,  and  I  there¬ 
fore  voted  against  the  passage  of  the  bill. 
But  my  efforts  were  not  wholly  in  vain. 
What  has  transpired  since  last  Septem-. 
ber  justifies  a  favorable  vote  on  the  con¬ 
ference  report  today.  First,  to  the 
credit  of  the  Congress,  and  to  the  credit 
of  the  Appropriations  Committee,  the 
Congress  cut  back  on  the  President’s 
appropriation  requests  by  over  $6  billion. 
That  is  a  considerable  improvement  in 
our  fiscal  situation  over  what  we  faced 
last  September.  a  / 

We  were  told  last  September  that  ex¬ 
penditures  for  fiscal  1965  would  be  be¬ 
tween  $102  and  $103  billion.  Less  than 
4  months  later,  the  President  has  sub¬ 
mitted  a  budget  calling  for  fiscal  1965 
expenditures  of  $97.9  billion,  thus  vindi¬ 
cating  our  position  last  September.  We 
were  ridiculed  at  that  time,  if  you  re¬ 
call,  for  suggesting  that  we  could  oper¬ 
ate  the  Government  in  fiscal  1965  under  ' 
a  ceiling  of  $98  Billion. 

I  am  not  saying  that  we  can  just  sit 
back  and  assume  that  this  $97.9  billion 
will  hold  up  as  the  ceiling  of  expendi¬ 
tures  for  fiscal  1965.  But  let  me  point 
this  out :  Under  the  Budget  and  Account¬ 
ing  Act,  the  President  is  required,  when¬ 
ever  he  makes  any  change  in  the  project¬ 
ed  budget  of  $97.9  billion,  not  only  to 
justify  the  increase  but  to  account  for 
its  omission  from  the  original  budget. 

I  would  hope  that  the  President  himself 
will  stand  by  his  own  budget  estimate 
figure.  If  not,  I  would  hope  that  this 
Congress  and  the  Appropriations  Com¬ 
mittee  in  considering  supplemental  re¬ 
quests  will  hold  the  President  to  the 
$97.9  billion. 

I  recognize  that  this  new  request  for 
new  obligational  authority  contained  in 
the  budget  leaves  much  to  be  desired. 

On  the  other  hand,  the  request  for 
new  obligational  authority  for  fiscal  1965 
is  $4  billion  below  the  amount  requested 
for  fiscal  1964.  If  the  Congress  does  fts 
job  as  well  as  it  did  last  year,  we  can 
expect  a  substantial  reduction  in  this 
request.  Again,  I  would  hope  and  pray, 
and  my  position  is  based  on  the  fact  that 


our  Appropriations  Committee  fri  this" 
Congress  will  be  as  diligent  in  1964  in 
cutting  appropriations  and  cutting  back 
on  requests  as  we  were  in  1963  in  con¬ 
sidering  the  fiscal  1964  budget.  />  /  -  'j. 

I  am  willing,  Mr.  Speaker,  in  this  vote 
to  make  two  assumptions:  First,  that  the 
}  President  will  stand  by  his  self-imposed 
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ceiling  on  expenditures  of  $97.9  billion, 
and  I  am  willing  to  assume  that  the 
Congress  can  and  will  make  substantial 
cuts  in  the  requests  for  new  obligational 
authority. 

Second,  I  am  basing  my  position  on 
faith  that  the  President,  the  Congress 
and  our  people,  both  business  and  labor, 
will  exercise  restraint.  I  trust  that  that 
faith  will  not  be  misplaced. 

But  let  me  conclude  with  this  caution. 
In  the  face  of  a  tax  cut  of  $11.5  billion, 
on  top  of  a  deficit  of  some  $10  billion  for 
fiscal  1964,  our  risk  is  great.  A  minimal 
dose  of  inflation  will  offset  billions  in  tax 
reduction.  Our  action  today  will  be  a 
cruel  hoax  on  our  retired  citizens  living 
on  fixed  incomes,  on  those  who  are  buy¬ 
ing  life  insurance,  or  Government 
bonds — including  those  of  our  States  and 
municipalities.  We  rob  all  of  these 
through  inflation.  A  *  /  -  ■ 

Our  action  today  can  bring  about 
devastating  inflation  if  we  fail  to  use 
commonsense  in  our  monetary  policy — 
if  business  and  labor  fail  to  exercise  an 
inflexible  control  over  prices  and  wages, 
and  if  the  Congress  and  the  President 
do  not  live  up  to  their  pledges  of  econ¬ 
omy  in  Government. 

If  we  pass  this  bill  and  then  forget 
about  the  need  to  hold  the  line  on  spend¬ 
ing,  we  will  be  inviting  disaster.  In  vot¬ 
ing  for  this  bill,  I  hope  each  and  every 
one  of  us  binds  himself  to  that  provision 
that  still  remains  in  the  bill  as  section 
1— to  a  firm  commitment  against  un¬ 
necessary  spending. 

The  passage  of  this  bill  and  its  ap¬ 
proval  by  the  President  in  my  book  must 
be  considered  as  a  commitment  by  both 
the  Congress  and  the  President  to  apply 
rigid  discipline  in  appropriations  and  in 
expenditures.  At  this  time,  Mr.  Speaker, 

I  certainly  pledge  my  full  and  whole¬ 
hearted  support  to  every  effort  to  hold 
the  line. 

Mr.  STRATTON.  Mr;  Speaker,  will 
the  gentleman  yield?  „  *• 

Mr.  BYRNES  of  Wisconsin.  I  yield 
to  the  gentleman. 

Mr.  STRATTON.  Will  the  gentleman 
tell  us  whether  he  supported  our  move 
on  the  floor  last  Thursday  to  cut  -$92 
million  in  unnecessary  spending  out  of 
the  defense  authorization  bill? 

Mr.  BYRNES  of  Wisconsin.  I  voted 
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for  $92  million  because  in  matters  of  na¬ 
tional  security  I  am  guided  by  the  com¬ 
mittee. 

,  Mr.  STRATTON.  It  was  not  asked 
for  by  the  President  and  it  was  opposed 
by  the  Secretary  of  Defense  as  being 
unnecessary. 

Mr.  BECKER.  Mr.  Speaker,  will  the 
gentleman  yield? 

Mr.  BYRNES  of  Wisconsin.  I  yield 
to  the  gentleman.  ;  ;  .  t 

Mr.  BECKER.  I  might  say  to  the 
gentleman  that  he  is  expressing  a  great  ' 
deal  of  faith  as  to  what  is  going  to  hap¬ 
pen.  I,  as  one  Member  of  this  House, 
have  faith  in  the  action  that  we  had 
taken  in  the  past  and  what  we  could 
do  now  before  this  came  up  in  matters 
of  spending  and  giving  the  people  a 
legitimate  tax  cut  and  not  do  it  on  the 
basis  of  having  to  go  out  and  borrow 
money  and  increasing  the  debt  ceiling 
and  the  debt  cost.  Insofar  as  that  is 
concerned,  I  appreciate  the  gentleman’s 
remarks. 

The  SPEAKER.  The  time  of  the  gen¬ 
tleman  has  expired. 

.  Mr.  WYMAN.  Mr.  Speaker,  Congress 
has  no  business  voting  to  reduce  taxes  at 
a  time  such  as  the  present  when  our 
Government  is  continuing  to  operate  at 
a  deficit.  The  costs  of  running  the  U.S. 
Government  exceed  Federal  revenues  by 
many  thousands  of  millions  of  dollars  a 
year  and  the  present  administration  has 
shown  no  truthful  intention  to  stop  this 
march  toward  national  bankruptcy.  For 
Congress  now  to  reduce  taxes  without  at 
the  same  time  reducing  Government  ex¬ 
penditures  by  a  substantially  equivalent 
sum  is  like  trying  to  have  our  cake  and 
eat  it  too.  It  cannot  work,  despite  the 
learned  rationalizations  of  economic 
theorists.  t 

To  reduce  taxes  when  times  are  rela¬ 
tively  good  as  they  are  presently,  at  a 
time  when  the  Dow  Jones  averages  have 
exceeded  800,  when  compelling  reason 
exists  to  reduce  Government  spending 
instead  of  reducing  its  revenues  in  the 
teeth  of  existing  inflationary  trends,  is  to 
pour  gasoline  on  a  burning  fire.  We  may 
have  a  briefly  hotter  flame,  but  after  it 
has  burned  lower,  the  placing  of  Govern¬ 
ment  fiscal  policies  on  a  businesslike  basis 
will  be  rendered  much  more  difficult. 

One  would  think  this  to  be  so  ele¬ 
mental  that  the  Members  of  this  body 
would  not  yield  to  the  political  pressures 
now  being  brought  to  bear  in  support  of 
this  move  toward  conflagration.  A  vote 
against' this  conference  report  is  a  vote 
for  sound  money.  It  is  a  vote  to  keep 
some  semblance  of  national  fiscal  in¬ 
tegrity.  It  is  a  vote  not  to  steal  from 
Americans  who  have  accumulated  sav¬ 
ings  or  who  hold  fixed  dollar  credits  that 
will  be  eaten  away  by  the  rash  of  infla¬ 


tion  bound  to  follow  the  enactment  of 
this  bill. 

I  voted  against  the  tax  reduction  bill 
when  it  was  before  us  last  year.  It  has 
not  been  essentially  altered  in  confer¬ 
ence.  Instead  of  increasing  tax  reve¬ 
nues  it  will  lower  them.  More  than  this 
it  will  substantially  increase  the  national 
debt.  What  this  tax  reduction  really 
does  is  to  borrow  money  and  have  us  go 
further  into  debt  to  pay  taxes.  It  will 
only  aggravate  and  worsen  our  acute 
fiscal  deficit,  not  help  to  solve  it.  No 
sound  business  can  long  remain  sound 
if  it  borrows  money  to  meet  current  op¬ 
erating  expenses. 

This  legislation,  while  paying  lipserv- 
ice  to  the  stimulation  of  our  economy,  is 
actually  a  political  maneuver  to  obtain 
votes  to  reelect  the  present  administra¬ 
tion  that  this  fall  will  claim  it  reduced 
individual  taxes  and  increased  take- 
home  pay  in  an  election  year.  Upon  any 
careful  thought,  however,  the  immediate 
beneficiaries  of  this  tax  reduction  are 
bound  to  discover  that  while  they  appear 
to  gain  in  the  short  run,  they  lose  more 
in  the  long  run.  This  loss  is  measurable 
in  the  decline  of  the  purchasing  power  of 
their  dollars  as  well  as  in  the  less  tangi¬ 
ble,  yet  inevitable,  loss  of  self-respect  of 
a  people  that  know  he  who  dances  must 
pay  the  fiddler;  that  understand  deep 
down  that  it  is  their  obligation  to  their 
children  to  pay  their  own  bills  and  not  to 
charge  more  monstrous  debt  to  the  next 
generation. 

The  fiscal  direction  of  the  American 
economy  with  this  bill  is  toward  financial 
disaster,  not  toward  an  improved  econ¬ 
omy.  The  immediate  effect  will  be 
sharply  increased  perils  of  inflation. 
This,  the  stock  market  already  has  to  a 
certain  extent  anticipated.  In  the  long 
run,  if  we  persist  in  spending  more  than 
we  take  in  there  looms  the  inescapable 
and  larger  peril  of  devaluation  of  our 
dollar.  Beyond  this  lies  the  real  prospect 
of  a  major  depression  for  there  is  little 
in  this  proposal  to  assure  any  true  re¬ 
generation  of  productive  capacity.  It  is 
merely  an  injection  of  a  temporary 
stimulant  to  keep  us  going  through  No¬ 
vember  at  a  binge  level.  It  will  there¬ 
after  leave  us  with  a  national  economic 
hangover  and  with  greater. problems  for 
every  man,  woman,  and  child  in  this 
country. 

This  tax  bill  will  not  create  more  in¬ 
come  from  a  reduction  in  revenues.  This 
is  a  literal  impossibility.  In  the  future  it 
will  be  infinitely  more  difficult  to  impose 
new  taxes  than  it  is  now  to  individually 
•to  reject  this  legislation  that  means 
summon  the  necessary  intestinal  forti¬ 
tude  to  reject  this  legislation  that  means 
more  and  more  debt  for  each  American 
family. 
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The  reduction  of  personal  tax  liability 
averages  nearly  20  percent,  but  the  prin¬ 
cipal  impact  is  in  the  very  lowest  income 
brackets  where  it  reaches  a  rate  of  nearly 
30  pei  cent.  This  docs  not  create  work¬ 
ing  capital.  Most  people  will  not  use  this 
money  to  achieve  means  with  which  to 
make  more  money.  Rather,  they  will  use 
it  principally  to  help  reduce  the  already 
fearfully  excessive  private  debt  with 
which  they  are  burdened  and  which  is 
attaining  dangerous  levels  in  America. 

The  Federal  Government  should  be  an 
example  of  fiscal  responsibility  to  our 
people.  It  should  not  play  politics  with 
the  solvency  of  the  country.  The  risk  of 
insolvency,  of  eventual  national  bank¬ 
ruptcy  or  a  moratorium  on  national  ob¬ 
ligations  should  be  sufficient  cause  to 
reject  this  bill.  A  greater  cause  is  that 
an  $11  billion  reduction  in  Government 
revenues  assures  fiscal  weakness.  It 
enervates  America’s  capability  to  sus¬ 
tain  the  cost  of  any  prolonged  need 
for  extraordinary  expenditures  to  defend 
the  United  States  should  a  national  emer¬ 
gency  again  confront  us. 

This  tax  reduction  without  reducing 
spending  is  fiscal  irresponsibility  of  the 
highest  order.  Regardless  of  its  polit¬ 
ical  attractiveness  or  its  undeniable 
short-range  political  appeal,  we  in  the 
Congress  owe  it  to  the  American  people  to 
reject  proposals  for  tax  reduction  that 
are  not  matched  by  a  reduction  in  Fed¬ 
eral  spending.  Just  as  the  claim  that 
the  present  tax  reduction  is  a  boon  is  a 
myth,  so  is  the  contention  that  sharply 
reducing  our  national  income  can  in¬ 
crease  it.  We  should  pay  our  bills  as  we 
go.  /.-  ^  /  -  / 

.  Henry  Hazlitt  has  pointed  out  some  of 
the  basic  facts  in  a  column  published  yes¬ 
terday  entitled  “Phony  Tax  Cut.”  I 
commend  its  thoughtful  reading  by  all 
concerned  citizciio,  whom  I  firmly  be¬ 
lieve  will  deplore  and  eventually  reject 
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this  politically  inspired  tax  reduction  that 
means  for  most  citizens  less  value  in  dol¬ 
lars  saved,  less  assurance  of  real  dollars 
to  be  earned,  less  certainty  of  continued 
job  protection,  less  value  in  old  age  pen¬ 
sion  and  welfare  checks  and  a  greater 
risk  that  the  entire  national  economy 
may  disintegrate  in  a  major  recession 
and  eventual  depression  from  which  the 
America  that  we  now  know  and  love  may 
never  be  able  to  rise  again. 

Phont  Tax  Cut 
(By  Henry  Hazlitt) 

By  a  vote  of  77  to  21  the  Senate  has  passed 
substantially  the  same  tax  cut  bill  as  that 
passed  by  the  House  In  September.  So  the 
country  la  certain  to  have  a  new  tax  law,  bad 
In  almost  every  respect. 


A  tax  cut  of  $11  billion,  accompanied  by  a 
sufficient  slash  in  spending  to  Insure  a  bal¬ 
anced  budget,  would  have  been  a  genuine 
stimulus  to  long-run  economic  growth.  But 
the  present  tax  cut  Is  a  fraud  on  Its  face. 
It  Is  enacted  in  a  fiscal  year  when  the  Treas¬ 
ury  already  expects  a  deficit  of  $10  billion, 
and  looks  forward  to  another  deficit  In  the 
next  year  of  $5  billion.  So  we  are  borrowing 
to  cut  taxes. 

The  tax  cut  may  turn  out  to  be  deceptive 
In  a  double  sense.  It  Is  called  a  tax  cut  of 
more  than  $11  billion.  Yet  In  the  face  of 
this,  the  Treasury  blandly  estimates  that  tax 
revenues  will  be  $4.6  billion  greater  in  fiscal 
1965,  when  the  cut  Is  fully  effective,  than  In 
1964,  and  $6.6  billion  greater  than  In  fiscal 
1963.  / 

The  theory  Is  that  the  tax  cut  Itself  will 
make  us  so  prosperous  that  even  the  rev¬ 
enues  will  Increase.  This  would  no  doubt 
have  been  possible  If  the  confiscatory  and 
unproductive  tax  rates  above  50  percent  In 
the  higher  brackets  had  been  cut  down  to 
that  level.  But  the  slash  is  mainly  In  the 
lower  tax  brackets.  It  reduces  the  aggregate 
tax  liability  by  an  average  of  19  percent. 
It  reduces  the  tax  liability  of  persons  in  the 
lowest  bracket  by  38  percent. 

IMPLAUSIBLE  ESTIMATE 

It  would  take  an  average  Increase  in  tax¬ 
able  Incomes  of  more  than  20  percent  to 
realize  the  Treasury’s  estimate  of  higher 
Income  tax  revenues.  That  Is  Just  not  plau¬ 
sible.  If  It  were  achieved  In  dollar  terms 
through  inflation.  Government  spending 
would  Increase  correspondingly.  The  1965 
deficit  may  be  nearer  to  $10  billion  than  to 
$5  billion. 

There  would  have  been  some  compensa¬ 
tion  If  the  tax  cut  had  been  accompanied 
by  real  tax  reform — If  the  burdens  on  pro¬ 
duction  had  been  lightened;  If  the  punitive 
Income  tax  rates  above  60  percent  had  been 
abolished;  if  the  one-sided  capital-gains  tax 
and  the  double  taxation  of  corporate  divi¬ 
dends  had  been  mitigated.  Instead,  by  re¬ 
ducing  the  already  lower  rates  much  more 
percentagewise  than  the  higher  rates,  the 
6Cale  of  graduation  has  been  made  even  steep-" 
er.  Even  the  mere  token  dividend  credit  of  4 
percent  (far  lower  than  that  of  Canada  or 
Great  Britain)  has  been  abolished.  Though 
corporation  tax  rates  have  been  reduced,  the 
reduction  is  offset  by  advanced  collections. 

SOAK  THE  RICH 

Thus  a  shortsighted  soak-the-rlch  and 
penalize-the-productive  philosophy  has  pre¬ 
vailed,  even  though  it  will  stunt  our  eco¬ 
nomic  growth,  and  slow  down  the  Increase 
In  capital  accumulation  and  Investment 
upon  which  a  nation  must  depend  for  all 
improvement  In  economic  conditions,  for 
any  increase  in  real  wages,  and  for  any  per¬ 
manent  success  In  a  war  against  poverty. 

Insofar  as  there  Is  any  theory  behind  the 
tax  cut  except  how  to  win  the  coming  elec¬ 
tion,  it  is  an  extreme  and  discredited  Key¬ 
nesianism.  It  Is  the  theory  that  the  way  to 
increase  prosperity  and  employment  is  to  in-  . 
crease  "consumer  spending.”  If  you  cut 
taxes,  so  the  theory  goes,  consumers  will 
have  more  to  spend,  and  business,  selling 
more,  will  provide  more  Jobs.  What  this 
overlooks  Is  that  our  unemployment  is  the 
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result  of  excessive  wage  rates  and  labor  costs 
in  some  lines  as  compared  with  productivity. 
So  if  wage  demands  go  up  as  much  as  prices, 
the  unemployment  will  remain. 

When  Government  expenditures  are  higher 
than  revenues,  the  difference  must  somehow 
be  paid  for.  If  the  deficit  is  met  by  selling 
bonds  to  savers,  the  Government  will  absorb 
the  investment  funds  that  would  normally 
be  used  by  business.  What  the  advocates  of 
the  tax  cut  are  really  depending  on,  there¬ 
fore,  is  that  the  difference  will  be  paid  for 
by  newly  printed  paper  money.  This  will 
further  raise  prices,  lower  the  purchasing 
power  of  the  taxpayers’  remaining  money, 
reduce  world  confidence  in  the  dollar,  and 
increase  the  balance-of-payments  crisis 
about  which  the  administration  professes  to 
be  so  concerned. 

GENERAL  LEAVE  TO  EXTEND 

Mr.  MILLS.  Mr.  Speaker,  I  ask 
unanimous  consent  that  all  Members  de¬ 
siring  to  do  so  may  extend  their  remarks 
in  the  Record  at  this  point  on  the  con¬ 
ference  report. 

The  SPEAKER.  Without  objection,  it 
is  so  ordered. 

There  was  no  objection. 

Mr.  MARTIN  of  California.  Mr. 
Speaker,  the  tax  reduction  bill  under 
consideration  today  has  my  support.  It 
will  help  our  economy  grow  and  create 
more  jobs. 

•It  was  under  a  vastly  different  set  of 
circumstances  that  I  opposed  the  tax 
reduction  bill  passed  by  the  House  last 
September.  At  that  time,  we  were  being 
told  of  the  prospect  of  a  1965  adminis¬ 
trative  budget  well  in  excess  of  $100 
billion,  there  were  no  firm  assurances 
that  any  attempts  were  being  made  to 
hold  down  Federal  spending  or  to 
achieve  a  balanced  budget,  and  efforts 
to  make  tax  reduction  contingent  upon 
official  expenditure  estimates  of  $97  bil¬ 
lion  for  1964  and  $98  billion  for  1965  were 
rejected. 

Now  the  President  has  come  forth 
with  a  proposed  budget  of  $97.9  billion 
for  1965.  This  represents  to  me  a 
proper  step  in  the  direction  of  expendi¬ 
ture  control  and  toward  balancing  the 
budget.  I  am  supporting  the  tax  bill 
today  on  the  basis  that  this  new  ex¬ 
penditure  policy  has  been  presented  to 
us  in  good  faith  and  in  the  thought  that 
the  President  deserves  a  chance  to  prove 
his  intentions  by  not  asking  for  new  pro¬ 
grams  in  this  session  that  would  sub¬ 
stantially  increase  spending. 

Mr.  LIBONATI.  Mr.  Speaker,  the  tax 
cut  plan  formulated  at  the  suggestion 
and  exhortation  of  our  deceased  Presi¬ 
dent  John  Kennedy  and  pressured  into 
enactment  by  President  Johnson  as  a 
simple  and  direct  way  of  stimulating 
the  economy  and  increasing  the  poten¬ 
tial  of  employment  for  the  5V2  million 
unemployed  by  putting  more  funds  at 


the  disposal  of  the  millions  of  consumer 
spenders  thus  giving  the  purchasing 
public  who  keep  the  dollars  circulating 
from  merchant  to  banker  for  deposit  to 
manufacturer — loans  for  production  of 
goods — to  merchants’  sales  shelves,  et 
cetera,  to  the  consumer  public  and  so  the 
cycle  continues  for  a  prosperous  business 
economy. 

Thus  the  Government  will  collect 
more  income  and  excise  taxes  to  meet 
the  expenses  of  Government  estimated 
in  1964  as  $5  billion  although  the  late 
President  Kennedy’s  proposals  in  Jan¬ 
uary  1963  have  been  changed  in  some  in¬ 
stances — by  reducing  some  rates  less 
than  he  had  suggested  and  “watered 
down”  the  raising  of  revenues  as  sug¬ 
gested  in  the  reform  measure.  Still  the 
administration  predicts  that  by  1967  the 
tax  cuts  will  help  balance  the  Federal 
budget — yielding  higher  revenues  in 
public  spending  at  lower  rates. 

Presidents  Kennedy  and  Johnson 
used  every  method  of  approach  to  stir 
up  public  support  behind  this  legisla¬ 
tion.  The  political  pressures  were  pri¬ 
marily  alleged  to  have  been  used  in  meas¬ 
urable  quality  in  the  Senate.  The  light¬ 
ning  flash  by  President  Johnson  in  pre¬ 
senting  a  1965  budget  at  one-half  the  es¬ 
timated  deficit  of  the  1964  budget  placed 
the  conservatives  on  the  defensive,  and 
won  their  approval  and  confidence  that 
the  President’s  pledge  would  be  carried 
out  to  reduce  Federal  expenditures. 
The  House  principle  thus  was  substan¬ 
tiated  by  Presidential  action  in  exerting 
a  restraint  in  Federal  spending.  The 
signal  changes  were: 

First.  The  taxation  of  capital  gains  in 
the  House  version  of  the  bill  was  deleted 
by  the  Senate.  The  House  version 
would  have  cost  the  Treasury  $230  mil¬ 
lion  income  annually. 

Second.  The  stringent  House  pro¬ 
vision  for  allowing  exclusion  of  sick  pay 
from  capital  income  was  slightly  changed 
and  liberalized  by  the  Senate  and  agreed 
to  by  the  conferees. 

Third.  Deleted  Senate  provision  of 
allowing  tax  deductions  for  political 
contributions  up  to  $50  per  individual 
and  $100  for  a  married  couple  filing  a 
joint  return. 

Fourth.  Estimated  Senate  provision  to 
extend  benefits  of  the  head  of  a  house¬ 
hold  to  other  persons  who  are  not  now 
qualified. 

Fifth.  Also  removed  Senate  provision 
for  tax  subsidies  to  companies  that  in¬ 
stall  air  and  water  pollution  equipment. 

Sixth.  Struck  out  provision — Senate — 
allowing  disabled  persons  costs  of  com¬ 
muting  to  work.  Also  giving  $600  to 
those  too  disabled  to  work. 

Seventh.  Sustained  deductibility  of 
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State  and  local  gasoline  taxes.  Disal¬ 
lowed  deduction  on  drivers’  licenses, 
taxes  on  autos,  alcoholic  beverages,  to¬ 
bacco,  and  selective  excise  taxes. 

Eighth.  Also  adopted  Senate’s  liberal 
provisions  for  deductibility  of  child  care 
cost  by  working  wives. 

Ninth.  Adopted  the  House  provision 
.  extending  from  5  years  to  an  indefinite 
period  the  time  during  which  taxpayers 
may  carry  forward  their  capital  losses. 

Tenth.  The  various  structural  reforms 
adopted  both  to  close  loopholes  in  the  law 
and  also  liberalize  other  areas  where 
hardships  result.  /  7 ....  / 

Eleventh.  The  open  loophole  plugged 
was  the  elimination  of  the  4-percent 
■dividend  tax  credit  while  doubling  the 
dividend  exclusion  to  $100  for  an  indi- 
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vidual  and  $2~  >  for  a  married  couple 
'  filing  a  joint  return. 

Twelfth.  An  important  hardship  al¬ 
leviation  corrected  will  permit  low-in¬ 
come  individuals  to  take  standard  de¬ 
duction  above  the  10 -percent  maximum. 
The  provision  will  remove  about  1 V2  mil¬ 
lion  persons  from  the  tax  roll. 

Thirteenth.  Also  companies  will  be 
allowed  to  claim  depreciation  deductions 
for  the  full  cost  of  new  equipment  even 
though  7  percent  of  the  cost  is  subsidized 
by  the  Government. 

Fourteenth.  The  rules  were  tightened 
for  computing  oil  and  gas  depletion  al¬ 
lowances.  Tax  benefits  were  also  re¬ 
stricted  for  corporation  executives  who 
receive  stock  options.  A  !//  -  j 

Fifteenth.  The  wage  earner  on  the 
average  will  receive  a  19-  to  20-percent 
tax  cut  under  the  bill.  The  withholding 
tax  will  be  reduced  from  18  to  14  percent  • 
bringing  an  increase  of  $800  million  a 
month  in  take-home  pay. 

These  cuts  are  being. relied  upon  that 
effect  individuals  and  corporations  to 
stimulate  the  economy  by  consumer 
spending  and  business  investment  creat¬ 
ing  jobs  and  preventing  a  recession — 
without  inflation,  which  the  Congress 
must  guard  against  by  holding  down  the 
future  appropriations  in  the  Federal 
spending  program. 

Individual  tax  rates  will  be  reduced 
from  the  present  range  of  20  to  91  per¬ 
cent  to  a  lower  range  of  16  to  77  percent 
on  1964  income  and  14  to  70  percent  on 
1965  income. 

These  rates  will  not  affect  tax  returns 
now  being  filed  on  the  1963  income. 

Thus  the  rates  for  an  individual  av¬ 
erage  taxpayer  for  1965  will  be  20  percent  , 
reduction.  Although  structural  reforms 
will  raise  more  revenues  than  are  lost, 
the  effect  at  most  will  be  1  or  19  percent 
.remaining  as  a  tax  reduction. 


Corporation  rates  are  reduced  from  52 
to  50  percent  in  1964  income  and  48  per¬ 
cent  in  1965.  A  sharper  reduction  is  set 
for  those  corporations  earning  less  than 
$25,000  per  year. 

The  bulk  of  the  reduction  will  result  in 
1964  as  follows:  Considering  tax  reduc¬ 
tions  and  structural  changes  a  tax  reduc¬ 
tion  amounts  to  $11,480  million,  with 
the  greatest  amount  in  1964. 

Individuals  amount  estimate  $9,120 
million  of  the  reduction  and  corporations 
$2,360  million. 

Although  the  House  version  of  the  bill 
provided  for  more  revenue  raising  thus 
costing  the  Treasury  about  $11.2  bil¬ 
lion  and  the  Senate  bill  as  passed— 
amended— $11.9  billion.  /\  ;//-  ^ 

The  bill,  at  least  at  present  predictions, 
is  considered  the  answer  to  relieving  the 
problems  of  unemployment  in  the  fu¬ 
ture-1967 — and  create  more  or  maintain 
physically  the  prosperity  of  the  present 
economy  in  excess  of  $600  billion.  It  is 
expected  that  this  bill  will  in  effect  add 
some  $30  billion  to  our  economy  in 
1964-65 — and  thus  in  a  statistical  projec¬ 
tion  insure  a  balance  of  our  economy. 

Mr.  GRAY.  Mr.  Speaker,  the  Internal 
Revenue  Service  has  come  under  attack 
recently  on  the  grounds  that  its  elec¬ 
tronic  data  processing  operation  is  in¬ 
effective.  It  appears  to  me  that  these 
critics— including  some  of  our  better 
newspapers — are  engaged  in  the  old 
numbers  game;  one  that  any  number 
can  play  so  long  as  you  know  how  to 
manipulate  a  statistic  to  suit  your  pur¬ 
poses.  /x  if  1  -  ^ 

The  data  processing  system  is  being  in-  1 
stalled  by  the  fhtemal  Revenue  Service, 
of  course,  to  place  on  electronic  tape,  for 
ready  access,  the  complete  income  record 
of  every  taxpayer.  Through  this  system 
the  IRS  can,  among  other  things,  cross¬ 
check  a  taxpayer’s  return  against  the  in- . 
formation  it  has  received  from  the  fi¬ 
nancial  community  regarding  his  income. 

I  am  well  aware  of  the  paperwork 
burden  imposed  on  private  business  by 
the  Government.  But  it  must  be  re¬ 
membered  that  the  new,  broad  require¬ 
ment  for  the  reporting  of  dividends  and 
interest  by  the  financial  community  was 
the  result  of  a  law  enacted  by  the  Con¬ 
gress  in  recognition  of  a  serious  under¬ 
reporting  problem  for  such  income. 

The  underlying  purpose  of  this  pro¬ 
gram  is  to  make  sure  that  each  of  our 
citizens  pays  his  fair  share  of  taxes  under 
the  law.  This  is  certainly  a  worthy  ob¬ 
jective  and  it  does  not  appear  to  me 
that  the  IRS  should  come  unejer  fire  be- 
oause  of  the  sacrifices  that  mus£  be  made 
to  carry  out  the  program.  As  chairman 
of  the  Appropriations  Subcommittee  that 
acts  on  the  Internal  Revenue  Service 
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budget,  I  have  had  an  opportunity  to 
explore  the  data  processing  system  and  I 
am  satisfied  with  the  role  it  is  playing 
in  promoting  an  equitable  revenue  pro¬ 
gram.  .  ' 

The  recent  criticism  of  the  data 
^processing  system  has  been  based  on  the 
fact  that  only  one  taxpayer  has  been 
charged  with  tax  fraud  to  date  as  a  re¬ 
sult  of  detection  by  the  machines.  While 
this  is  true  insofar  as  it  goes,  it  is  also 
true  that  23,000  additional  cases  of 
duplicate  refunds  were  found  during  the 
1963  processing  of  individual  returns  in 
the  IRS'  Atlanta  region.  These  cases 
are  now  being  investigated  by  the  service. 

The  Congress  tightened  the  long¬ 
standing  reporting  rules  on  dividends 
and  interest  in  lieu  of  establishing  tax 
withholding  at  the  source  as  recom- 

•  ’  mended  by  the  administration  and  to 

which  the  financial  community  was 
largely  opposed.  Admittedly,  these  new 
requirements  constitute  an  expense  for 
the  payer  institutions,  but  the  cost  is  a . 
tax  deductible  business  expense.  The 
obligation  of  the  business  entity  to  as¬ 
sist  the  Government  in  the  tax  collection 

*  process  is,  of  course,  well  established,  as, 
for  example,  in  the  witholding  of  income 
and  employment  taxes  of  employees,  and 
in  collection  of  excise  taxes,  if .  j 

The  Internal  Revenue  Service  has  just 
begun  the  third  year  of  its  program  to 
convert  the  processing  of  Federal  tax 
returns  to  a  system  employing  the  most 
modem  electronic  equipment.  A  nation¬ 
al  identity  file,  listing  all  taxpayers,  has 
been  set  up  on  electronic  tape,  against 
which  returns  can  be  computer  checked 
for  some  more  common  types  of  filing 
discrepancies.  This  file,  for  the  first 
time  in  1964,  will  have  nationwide 
application. 

This  year,  also,  the  business  tax  re¬ 
turns  for  about  half  the?  country  will  be 
handled  by  the  data  processing  method. 
And,  in  seven  of  our  Southeastern  States, 
both  individual  and  business  returns  are 
being  handled  in  the  computer-oriented 
system.  Individual  and  business  returns 
for  the  remainder  of  the  country  will  be 
added  by  stages  during  the  next  3  years. 

The  benefits  of  this  modern  method 
of  maintaining  and  checking  taxpayer 
accounts  already  are  becoming  apparent, 
however.  Internal  Revenue  reports  in¬ 
creased  revenues  of  $3.6  million  resulted 
from  actual,  machine  originated  verifi¬ 
cation  operations  in  its  Atlanta  adminis- 

.  trative  region  where  the  system  was  fully 
operational  this  year.  A  large  number  of 
other  delinquency  leads  are  being  in¬ 
vestigated  in  this  and  other  areas,  /i  ■>  ^  - 

Furthermore — and  I  think  this  is  most 
interesting — some  $3.9  million  in  added  . 
revenue  has  been  volunteered  country-^. 


wide  during  the  past  2  years  by  citizens 
correcting  past  returns  and  filing  delin¬ 
quent  returns  in  recognition  of  the  im¬ 
proved  compliance  capabilities  of  the 
automatic  data  processing  system. 

These  very  early  results  speak  well  for 
the  efficacy  of  this  new  approach. 

I  would  like  to  emphasize  the  fact  that 
the  master  file  system  is  not  a  system 
for  introducing  automatic  data  process¬ 
ing  into  the  Revenue  Service.  Between 
1955  and  1960.  the  use  of  electronic  com- 
.  puters  was  gradually  introduced  in  re¬ 
turns  processing  with  the  establishment 
of  area  service  centers.  In  1961,  they 
started  integrating  their  already  auto¬ 
mated  returns  processing  with  prepara¬ 
tion  for  the  master  file  system.  During 
the  period  1955  to  1961,  there  were  sav¬ 
ings  of  nearly  8,000  man-years  in  returns 
processed  by  the  use  of  electronic  com¬ 
puters.  The  additional  manpower  re¬ 
quired  by  the  service  in  recent  years  re¬ 
sults  from  the  very  substantial  growth  in 
population  and  the  economy. _ 

Our  subcommittee  has  followed  devel¬ 
opment  of  the  Internal  Revenue  Service 
data  processing  system  with  particular 
attention  since  its  inception.  Commis¬ 
sioner  Caplin  and  his  aids  have  kept  us 
fully  informed  of  developments  and  have 
consulted  with  the  subcommittee  mem¬ 
bers  regularly  and  solicited  our  counsel. 
When  changes  seemed  indicated  by  cir¬ 
cumstances,  they  were  made.  The  sub¬ 
committee  members  have  personally 
visited  and  inspected  the  various  install¬ 
ations.  a  ./  -  _ 

I  believe  this  program  offers  very  great 
advantages  to  the  Government  and  to 
the  taxpayers  of  the  country  who  will 
have  added  assurance  that  each  citizen 
pays  his  fair  share.  I  regard  it  as  one  of 
the  most  important  improvements  in  tax 
administration  in  a  generation,  and  I 
take  pride  in  the  fact  that  a  Virginian, 
Commissioner  of  Internal  Revenue  Mort¬ 
imer  M.  Caplin,  is  playing  the  major  role 
in  the  installation  of  the  system. 

Mr.  BRAY.  Mr.  Speaker,  despite  my 
strong  desire  to  see  tax  relief  for  the 
Nation's  taxpayers,  I  must  oppose  this 
conference  report  because  the  promised 
spending  reforms  are  nowhere  to  be 
seen. 

When  one  lifts  the  veil  of  publicity 
.  about  how  much  this  administration  is 
economizing,  one  sees  the  much- 
heralded  economies  will  not  take  place. 
To  the  contrary,  the  greatest  mass  of 
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new  spending  proposals  in  history  have 
been  given  White  House  sanction. 

To  support  this  inflation-bearing  tax 
bill  would  be  to  vote  to  rob  the  Nation’s 
pensioners  and  low-income  families  who 
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can  least  afford  another  round  of  higher 
prices. 

Until  real  spending  cuts  are  made  and 
the  budget  balanced,  tax  reduction  does 
not  make  sense. 

The  most  expensive  item  in  our  Fed¬ 
eral  budget,  outside  of  defense,  is  the 
interest  on  the  national  debt,  running 
now  to  more  than  $10  billion  per  year. 
It  is  folly  to  add  even  more  to  that  debt 
and  that  interest  burden  to  give  an  il¬ 
lusory  tax  cut. 

I  realize  the  voter  appeal  in  a  tax  cut, 
but  I  do  not  believe  that  I  was  elected 
to  Congress  to  assist  in  the  liquidation 
of  our  high  American  standard  of  living. 

Mr.  LENNON.  Mr.  Speaker,  last 
September  during  the  consideration  of 
H.R.  8363,  the  Revenue  Act,  an  expendi¬ 
ture  control  amendment,  offered  to  as¬ 
sure  that  the  administrative  budget  for 
1965  would  not  exceed  $98  billion,  failed 
to  pass.  Favoring  a  tax  cut  with  respon¬ 
sible  curbs  on  spending,  I  could  not  in 
honesty  with  this  conviction  support  the 
bill. 

Now  that  President  Johnson  has  sub¬ 
mitted  a  budget  for  1965  of  less  than  $98 
billion,  I  shall  support  the  conference 
report  on  the  tax  bill. 

I  think  it  is  necessary  and  responsible 
for  our  Government  to  seek  a  balance  of 
income  and  expenditure.  My  efforts  in 
the  direction  of  sound  fiscal  policy  will 
continue. 

Mr.  BETTS.  Mr.  Speaker,  when  the 
tax  bill  was  before  the  House  last  Sep¬ 
tember  rc  I  made  my  position  clear.  I 
was  opposed  to  reducing  taxes  at  a  time 
when  there  was  no  inclination  on  the  part 
of  the  Executive  to  control  Federal  ex¬ 
penditures.  In  absence  of  such  control,  I 
was  convinced  that  continued  Govern¬ 
ment  deficits  would  bring  about  ruinous 
inflation — the  crudest  tax  of  all. 

I  still  have  grave  misgivings.  Never¬ 
theless,  I  will  vote  for  the  conference  re¬ 
port. 

There  has  unquestionably  been  a 
change  in  the  attitude  of  the  administra¬ 
tion  and  the  Democratic  majority  in  the 
Congress  with  respect  to  spending.  The 
tax  bill  does  not  today  represent  a  victory 
for  deficit  spending.  On  the  contrary, 
the  bill  will  receive  the  overwhelming 
support  of  this  House  because  of  a  belief 
by  most  of  us  that  fiscal  sanity  will  pre¬ 
vail.  I  hope  and  pray  that  we  are  right 
in  that  belief. 

I  also  hope  that  the  protestations  of 
economy  on  the  part  of  the  administra¬ 
tion  will  survive  passage  of  this  bill.  I 
have  doubts,  but  nevertheless  feel  obli¬ 
gated  to  support  the  bill  at  this  time. 

The  administration  has  been  talking 
about  tax  reduction  since  the  summer  of 
1962.  The  bill  has  been  under  considera¬ 


tion  in  the  Congress  for  more  than  a  year. 
The  benefits  which  are  expected  to  flow 
from  tax  reduction  have  been  grossly 
oversold.  After  all  of  this  propaganda,  a 
failure  to  enact  this  bill  would  work 
greater  harm  to  the  economy  than  I  see 
in  its  enactment. 

The  next  task  before  the  administra¬ 
tion  and  the  Congress  is  to  exercise  that 
fiscal  discipline  which  will  make  secure 
the  benefits  of  these  lower  taxes.  In  en¬ 
acting  a  tax  cut  of  $11.5  billion,  on  top  of 
a  deficit  of  some  $10  billion  for  fiscal 
1964,  we  are  embarking  on  a  program 
which  still  involves  great  risk  of  infla¬ 
tion.  Any  real  savings  resulting  from  the 
tax  cut  will  be  quickly  dissipated  through 
inflation  if  business  and  labor  fail  to  ex¬ 
ercise  control  over  prices  and  wages,  and 
if  the  Congress  and  the  President  fail  to 
live  up  to  their  pledges  of  economy  in 
Government.  This  is  a  difficult  task 
facing  us. 

During  the  past  year,  most  of  us  have 
been  subjected  to  unprecedented  lobby¬ 
ing  by  a  segment  of  the  business  commu¬ 
nity  supporting  tax  reduction.  The  same 
group  professes  an  equal  interest  in  re¬ 
ducing  Federal  expenditures.  I  hope 
that  they  will  demonstrate  their  sin¬ 
cerity  by  exerting  the  same  effort  against 
expenditures  which  they  have  exerted  in 
favor  of  tax  reduction.  This  will  prove  to 
me,  at  least,  that  they  deserve  to  be  re¬ 
garded  as  responsible  members  of  the 
business  community. 

Mr.  SCHWENGEL.  Mr.  Speaker, 
when  the  tax  bill  was  before  the  House 
last  September  we  were  told  by  those 
supporting  the  bill  that  we  did  not  have 
to  worry  about  inflation.  Since  then, 
however,  President  Johnson  and  Dr. 
Heller  both  have  warned  about  the  in¬ 
flationary  forces  that  could  be  unloosed 
should  there  be  wage  and  price  boosts 
during  the  next  year.  Mr.  Speaker,  a 
little  over  4  years  ago  I  took  the  floor 
of  the  House  to  talk  about  the  dangers 
of  inflation,  I  did  so  again  last  fall,  and 
I  do  so  again  today. 

inflation:  we  cannot  afford  to  ignore  it 

Inflation  has  long  been  one  of  our 
most  troublesome  domestic  problems. 
This  evil  persists  and  continues  to  haunt 
us.  Thankfully  since  1958  the  Consumer 
Price  Index,  more  commonly  known  as 
the  cost  of  living  index,  has  advanced  at 
a  slower  pace  than  in  the  two  preceding 
decades. 

From  1939  to  the  present  we  have  seen 
a  continuing  decrease  in  the  purchasing 
power  of  the  dollar.  By  the  end  of  1963 
the  value  of  the  dollar  had  declined  to 
the  point  where  it  will  purchase  less  than 
45  cents  of  the  1939  dollar.  Thus  the 
average  cost  of  consumer  items  has  in¬ 
creased  by  more  than  122  percent  since 
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1939.  The  cost  of  food  has  increased  by 
more  than  1G3  percent  during  this  period. 

Not  only  has  the  cost  of  consumer 
items  increased  by  tremendous  rates  but 
so  has  the  cost  of  many  other  commodi¬ 
ties  and  services;  thus  the  Government 
must  pay  greater  sums  to  obtain  an 
equal  amount  of  equipment,  weapons, 
et  cetera.  Naturally  this  in  turn  leads 
to  the  necessity  for  greater  Government 
revenues.  Throughout  the  war  and 
postwar  period,  the  American  public  has 
been  burdened  with  heavy  taxes.  These 
heavy  taxes  and  the  diminishing  value 
of  the  dollar  have  produced  a  situation 
where  an  individual  with  a  wife  and  two 
children  who  earned  $3,000  in  1939  would 
have  to  earn  $7,319  in  1962  to  have  the 
same  purchasing  power  or  on  the  same 
basis,  the  equivalent  of  $5,000  income  in 
1939  would  have  required  $12,594  in  1962. 

There  are  many  disasterous  effects  of 
inflation.  Besides  increasing  the  cost  of 
living,  it  discourages  savings  and  pur¬ 
chase  of  fixed  return  securities,  it  en¬ 
courages  speculation  and  investment  in 
more  speculative  securities,  it  diminishes 
the  value  of  insurance  policies,  annui¬ 
ties,  and  worst  of  all,  it  adversely  affects 
the  already  inadequate  income  of  the  18 
million  pensioners.  ' 

The  most  unfortunate  aspect  about  in¬ 
flation  is  that  it  strikes  hardest  those 
who  can  least  afford  it — retired  and 
other  persons  on  fixed  incomes.  The 
1960  census  disclosed  that  the  lowest  one- 
fifth  of  American  families  received  only 
5  percent — one-twentieth — of  the  total 
income.  The  aged,  head  of  family  65 
years  of  age  or  over,  made  up  31  percent 
of  this  group.  Also  prevalent  in  this 
lower  fifth  income  group  were  families 
living  on  pensions,  welfare  payments, 
and  working  mothers  with  young  chil¬ 
dren  and  no  male  head  of  household. 
These  families  had  incomes  of  less  than 
$2,800  each.  Any  change  in  the  cost  of 
living  has  a  very  serious  and  sometimes 
tragic  effect  on  these  people  as  their  in¬ 
come  must  go  almost  if  not  entirely  to 
everyday  items  of  necessity.  Also,  these 
families’  income  are  generally  fixed. 
Inflation  thus  heaps  cruel  and  unfair 
taxes  on  many  persons  who  have  spent 
active  lives  working  and  saving  so  as  to 
provide  for  their  later  years.  Unfortu¬ 
nately,  what  were  adequate  amounts 
have  been  reduced  through  inflation  to 
inadequate  amounts  and  these  conscien¬ 
tious  individuals  must  suffer  for  a  crime 
not  of  their  making., 

There  are  some  worries  that  the  coun¬ 
try  may  be  on  the  verge  of  another  infla¬ 
tionary  spiral  or  at  least  an  acceleration 
of  the  upward  movement.  The  proposed 
tax  cut  of  $11  billion  probably  will  in¬ 
crease  consumption  expenditures  by 
much  more  than  this  amount.  .Not  only 


will  the  amount  of  funds  released" 
through  the  tax  cut  be  considered  but 
also  it  must  be  expected  that  amount  of 
outstanding  credit  will  increase.  Busi¬ 
ness  inventories  have  been  increasing  in 
expectation  of  the  tax  cut. 

Wholesale  prices  have  remained  rather 
steady  since  1958,  however,  recently 
there  have  been  increases  for  many  com¬ 
modities.  The  Consumer  Price  Index 
which  has  steadily  increased  over  the 
years  attained  new  heights  during  De¬ 
cember  1963  when  it  reached  an  index 
level  of  107.6.  Thus  it  would  require 
$10.76  now  to  purchase  the  same  items 
that  could  have  been  bought  for  $10  in 
the  1957-59  base  period. 

Last  year  the  administration  urged  a 
tax  cut  so  as  to  increase  the  rate  of 
growth  of  the  economy.  With  a  tax  cut 
the  administration  estimated  that  the 
gross  national  product — GNP — would 
reach  $578  billion,  however,  without  a 
tax  cut  the  gross  national  product  sur¬ 
passed  the  original  estimate  by  $7  billion 
and  amounted  to  $585  billion  for  the  year. 

The  administration  urges  that  the  full 
reduction  of  the  individual  income  tax 
cut  be  made  effective  immediately  rather 
than  part  in  1964  and  remainder  in  1965 
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as  originally  planned,  so  as  to  release  this 
money  for  consumer  spending.  Business 
inventories  undoubtedly  will  continue  to 
increase  in  anticipation  of  expanded 
sales.  There  has  been  a  marked  increase 
in  the  Consumer  Price  Index  for  the  past 
year  and  recently  some  wholesale  prices 
have  increased.  Unfortunately,  these 
undesirable  symptoms,  could  lead  to  ac¬ 
celerating  the  rate  of  increase  in  costs. 
Any  wage  on  price  hikes  would  increase 
the  rate  of  inflation.  '  .  ,  -  \^ 

The  economic  security  of  the  United 
States  and  the  well-being  of  its  people 
demands  that  inflation  be  contained. 
Prudence  will  require  that  care  be  main¬ 
tained  so  that  our  increased  goods  and 
services  are  not  offset  by  increased  prices. 

Mr.  PINO.  Mr.  Speaker,  I  voted  in 
support  of  this  tax  cut  because  our 
American  taxpayers  urgently  need  re¬ 
lief  from  the  heavy  burdens  of  taxation. 

I  voted  for  this  bill  because  it  would 
put  into  the  pockets  of  our  individual 
taxpayers  added  dollars  which  could  be 
spent  for  consumer  products. 

I  voted  for  this  measure  because  it 
would  add  to  the*  coffers  of  our  American 
corporations  more  money  which  could 
be  used  for  expansion  and  reinvestment 
purposes  which  in  turn  would  create 
more  jobs  for  the  unemployed. ' 

The  $11.4  billion  provided  in  this  bill 
for  corporate  and  individual  taxes  is  to 
give  our  economy  the  added  lift  it  re- 
fluires...,. 


4192 


This  tax  cut  is  not  to  be  considered  as 
an  invitation  to  any  of  the  50  States 
to  increase  State  and/or  local  taxes  and 
thereby  take  away  the  benefits  we  are 
providing  the  people  under  this  bill. 

I  hope  and  trust  that  all  of  the  50 
States — more  particularly  my  own  State 
of  New  York — will  allow  our  taxpayers 
to  keep  the  tax  cuts  and  spend  it  for 
their  own  benefit  and  use. 

Any  attempt  by  any  of  these  States 
to  increase  their  own  State  and/or  local 
taxes  and  thereby  remove  the  tax  relief 
we  are  providing  our  people  under  this 
measure  will  certainly  defeat  the  Very 
purpose  of  this  legislation. 

If  I  had  any  suspicion  that  my  own 
State  of  New  York  would  increase  taxes 
and  take  away  what  we  are  doing  here 
today,  I  would  not  support  this  bill. 

I  want  it  clearly  understood  that  this 
is  tax  relief  for  the  people  and  not  a 
license  for  any  State  to  take  it  away 
from  them  by  increasing  State  and/or 
local  taxes.  /•  /  < 

Mr.  SMITH  of  Iowa.  Mr.  Speaker,  I 
was  one  of  the  few  who  voted  against 
this  tax  bill  when  it  was  passed  by  the 
House  last  year.  Two  years  ago,  I  voted 
for  a  tax  reduction  bill  and  supported 
revision  of  depreciation  rules  that  pin¬ 
pointed  tax  reduction  to  investments  in 
jobmaking  assets.  I  support  tax  re¬ 
form,  tax  simplification,  and  tax  reduc¬ 
tion  as  and  when  necessary  to  stimulate 
the  economy;  however,  the  conditions 
under  which  the  bill  was  passed  last 
year  indicated  that  almost  all  of  the  tax 
reduction  would  be  offset  by  either  an  in- 
cr.  use  in  debt  or  reduction  in  needed 
gc,<ds  and  services. 

Since  this  bill  passed  last  year,  several 
significant  changes  have  taken  place. 
The  last  Congress  ended  the  night  before 
Christmas  after  reducing  the  1964  budget 
by  a  total  of  $6.8  billion.  President 
Johnson  has  submitted  a  new  budget  that 
calls  for  a  lower  spending  ceiling  than 
had  been  expected  and  without  eliminat¬ 
ing  those  programs  that  are  essential  to 
progress  in  this  country  and  an  expan¬ 
sion  of  the  economy.  It  has  been  deter¬ 
mined  that  the  buildup  in  military  in¬ 
ventory  can  level  off,  and  a  reduction  of 
several  billion  dollars  in  spending  has 
resulted  from  this  change.  Some  of 
these  cuts,  such  as  closing  obsolete  mili¬ 
tary  bases,  will  reduce  annual  outlays 
for  years  to  come  and  do  not  merely  rep¬ 
resent  a  delay  in  expenditures.  The 
gross  national  product  has  taken  a  leap 
forward  that  will  increase  tax  receipts 
under  the  new  proposed  rates  beyond 
those  expected  last  year.  / 

The  sum  of  the  changes  add  up  to  so 
much  increase  in  revenues  and  reduction 
in  spending  that  it  appears  the  tax  cut 
can  now  be  made  without  the  severe  in¬ 


flationary  pressures  and  debt  manage¬ 
ment  problems  that  would  have  resulted 
under  the  conditions  of  last  year.  This 
is  especially  true  in  view  of  the  reserve 
capacity  to  produce  additional  goods  and 
services  at  current  prices. 

I  consider  this  an  experiment  in  re¬ 
ducing  taxes  in  lieu  of  some  job  provid¬ 
ing  programs,  but  not  in  lieu  of  essential 
programs  still  recommended  within  the 
framework  of  the  new  reduced  budget. 
The  bill  does  not  contain  nearly  as  much 
tax  reform  as  is  needed  and  is  woefully 
short  on  the  tax  simplification  provi¬ 
sions  that  are  badly  needed ;  however,  we 
must  either  vote  yes  or  no  on  the  package 
before  us  and  I  do  believe  that  the 
changed  circumstances  now  result  in  the 
favorable  arguments  outweighing  the 
unfavorable  arguments.  I  am,  there¬ 
fore,  going  to  vote  for  this  bill  today. 

Mr.  QUIE.  Mr.  Speaker,  there  are 
many  parts  of  the  tax-cut  bill  which  I 
would  write  differently  if  it  were  left  up 
to  me.  Even  with  the  objections,  how¬ 
ever,  I  intend  to  vote  in  favor  of  the  con¬ 
ference  committee  report. 

When  the  tax-cut  bill  was  first  passed 
in  the  House,  I  joined  with  many  of  my 
colleagues  in  opposing  this  measure.  But 
now,  the  conditions  which  we  set  for  the 
tax  cut  have  been  met.  The  major  con¬ 
dition  is  a  Federal  budget  for  the  fiscal 
year  1965  below  $98  billion. 

Linking  of  a  tax  cut  with  lower  Fed¬ 
eral  expenditures  is  a  time-tested  and 
prudent  procedure,  long  advocated  by 
sound  economists.  This  is  shown  by  the 
many  tax  cuts  which  Republicans  have 
sponsored  over  the  years.  I  believe  that 
lower  Federal  spending  will  make  this  tax 
cut  meaningful  and  I  hope  that  the  econ¬ 
omy  of  our  Nation  will  actually  be  stimu¬ 
lated  by  it.  /.. 

However,  I  cannot  stress  too  strongly 
that  Congress  now  has  the  duty  and  re¬ 
sponsibility  of  keeping  a  sharp  and 
watchful  eye  on  appropriations  measures. 
We  should  all  remember  that  President 
Johnson’s  proposals  for  spending  in  the 
1965  fiscal  year,  although  below  $98  bil¬ 
lion,  according  to  the /budget,  are  still 
higher  than  the  amount  Congress  actu¬ 
ally  appropriated  for  the  current  fiscal 
year. 

If  Federal  spending  is  not  held  in  line, 

an  inflationary  spiral  could  be  set  off 
that  would  send  the  cost  of  living  soar¬ 
ing.  If  this  occurred,  the  meaning  of 
this  tax  cut  would  be  erased  and  the 
economy  could  actually  suffer.  /:, 
Therefore,  it  is  obvious  that  we  must 
take  not  only  the  actual  budget  into  con¬ 
sideration,  but  also  any  possible  supple¬ 
mental  appropriations  or  measures  which 
would  grant  new  obligational  authority 
which  may  come  before  us. 

We  must  give  this  tax  cut  a  chance 
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to  work  favorably  in  the  economy.  This 
can  be  done  only  by  keeping  a  sharp  rein 
on  spending. 

Mr.  TAFT.  Mr.  Speaker,  I  am  op¬ 
posing  the  conference  report  on  the  tax 
bill  today  for  numerous  reasons,  some  of 
which  relate  to  the  details  of  the 
changes  proposed  in  the  structure  of  the 
law  of  which  I  disapprove. 

But  far  more  objectionable  than  these 
changes  in  detail,  is  the  entire  theory 
upon  which  this  proposal  is  based.  .  In  a 
time  of  almost  unparalleled  prosperity, 
and  when  we  are  already  operating  $10 
billion  in  the  red,  we  are  taking  a  step  to 
stimulate  incipient  inflation  into  full¬ 
blown  inflation.  The  cost  of  living  is 
daily  showing  signs  of  increasing  its  up¬ 
ward  trend  and  thus  recapturing  quietly 
and  cruelly  from  those  who  can  least 
afford  it,  any  benefit  of  the  tax  cut. 
And  let  me  remind  that  inflation  does 
not  mean  prosperity.  It  is  more  likely 
in  the  long  run  to  mean  the  opposite 
since  it  cuts  into  consumer*  purchasing 
power. 

A  few  of  us,  at  least,  must  continue  to 
ask  whether,  if  this  is  the  time  for  a  tax 
cut,  what  time  will  not  be  right  for  one? 
If  our  economy  continues  to  prosper, 
perhaps  we  may  get  away  with  this  ad¬ 
ditional  swig  on  the  bottle.  But  let  us 
ask  what  course  we  would  follow  if  our 
economy  should  fail  to  react  as  has  been 
suggested,  and  we  lose  confidence  and 
slip  into  recession.  If  the  optimistic 
estimates  of  increased  revenue  then 
fail  to  materialize,  what  nostrum  will 
then  be  prescribed?  If  we  face  a  $20 
billion  deficit,  will  it  be  more  of  the 
same,  or  will  we  then  retreat  and  rcim- 
pose  rates  and  levies  even  higher  than 
at  present.  Like  a  sound  military  plan, 
a  sound  economic  plan  must  take  into 
account  all  of  the  enemy  possibilities 
and  capabilities.  /,  //.,  -  / 

With  our  economy  expanding,  with  a 
leveling  off  of  Federal  spending  possible 
without  hurting  our  position  at  home  or 
abroad,  today  we  have  a  God-given  op¬ 
portunity  to  put  this  country  back  into 
the  black.  We  would  then  be  in  a  posi¬ 
tion  to  react  with  all  weapons  available 
to  any  economic  dangers  that  may 
threaten.  By  the  adoption  of  this 
measure  we  shall  lose  that  flexibility 
and  leave  ourselves  chained  to  a  position 
from  which  we  cannot  escape,  even  if 
the  perils  of  inflation  and  of  recession 
threaten.  Many,  many  Americans  in 
their  wisdom  have  sensed  this,  and  in 
spite  of  the  immediate  attraction  of 
reduced  taxes,  have  called  for  an  end  to 
our  deficits  and  for  reduced  spending 
before  a  tax  cut.  But  the  siren  song  has 
carried  away  this  administration  and 
this  Congress.  The  road  we  choose 
with  this 'bill  is  one  from  which  there. 
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may  well  be  no  outlet.  V/e  can  only 
hope  that  its  enactment,  which  seems  a 
foregone  matter,  will  be  followed  by  the 
strictest  economy,  not  merely  in  pennies 
saved  by  bulb  snatching  and  depot  clos¬ 
ing  where  the  squawk  will  be  loud,  but 
in  many  billions.  Unfortunately,  the 
administration’s  spending  proposals 
-show  no  such  intent.  We  can  only  warn 
that  any  other  course  is  fraught  with 
danger  can  be  dramatized  by  asking  the 
unanswered  question  of  the  tax  debate — 
“If  we  have  a  tax  cut  now  but  we  have  a 
deficit  of  $20  billion  in  fiscal  1965  or 
fiscal  1966,  what  then  should  be  our  tax 
policy?" 

Mr.  CHAMBERLAIN.  Mr.  Speaker,  as 
we  approach  a  decision  on  agreeing  to 
the  conference  report  with  respect  to  the 
Revenue  Act  of  1964,  I  would  like  to  in¬ 
clude  in  the  Record  a  brief  statement  re¬ 
garding  my  position  relating  to  this 
measure. 

Last  September  when  the  House  was 
first  considering  the  tax  reduction  bill 
the  chief  question  raised  in  debate  on 
both  sides  of  the  aisle  was  whether  the 
House  of  Representatives,  the  constitu¬ 
tionally  appointed  custodian  of  the 
Treasury,  would  accept  the  administra¬ 
tion’s  novel  fiscal  theory  of  planned  un¬ 
balanced  budgets  and  would  vote  to  ap¬ 
prove  a  tax  cut  to  be  financed  by  bor¬ 
rowed  money.  In  principle  the  House 
rejected  that  theory  and  called  upon  the 
administration  to  reduce  not  increase  the 
public  debt  and  to  balance  the  budget  as 
soon  as  possible.  This  declaration  of 
congressional  intent,  •  however,  it  was 
readily  admitted,  was  more  a  pious' 
hope  than  an  effective  means  of  expen¬ 
diture  control.  And  for  that  reason, 
without  any  real  safeguards  to  insure  , 
fiscal  responsibility,  I  voted  against  the 
tax  bill  at  that  time. 

Today,  while  much  has  happened  since 
last  September,  this  same  question  re¬ 
mains  the  fundamental  issue  at  stake 
with  respect  to  the  tax  bill.  Just  how 
pious  was  the  hope  that  the  adminis¬ 
tration  would  change  its  ways  is  dem¬ 
onstrated  by  the  fact  that  the  other  body 
just  last  month  deleted  the  declaration 
of  congressional  intent  calling  for  ex¬ 
penditure  control  and  it  was  only 
through  the  insistence  of  the  House  man¬ 
agers  in  conference  that  it  remains  in 
the  final  bill.  It  is  highly  problematical 
that  it  will  exercise  much  influence  upon 
the  administration. _ 

In  January,  of  course,  President  John¬ 
son  told  us  that  fiscal  1965  would  see' 
spending  kept  at  1964  levels  and  the 
budget  deficit  would  be  cut  in  half.  But 
it  became  immediately  apparent  that 
this  was  to  be  accomplished  in  large 


4194 


measure  by  letting  the  1964  budget  help 
pay  for  the  1965  spending;  and  we  have 
seen  spending  in  the  final  quarters  of 
1964  increased  by  some  $600  million  with 
the  budget  deficit  increased  by  another 
$2  or  $3  billion.  Thus,  I  am  not  con¬ 
vinced  that  there  has  been  a  basic 
change  in  the  administration’s  policy  of 
deficit  spending.  In  fact,  the  1965 
budget,  as  we  all  know,  calls  for  yet  an¬ 
other  increase  in  the  Federal  debt  ceil¬ 
ing,  the  seventh  in  4  years  and  this  dur¬ 
ing  a  time  free  from  economic  depres¬ 
sions  or  recessions.  This  is  not  to  deny 
that  the  administration  has  not  recently 
sought  to  make  certain  spending  cuts  and 
I  will  always  applaud  any  President  who 
seeks  to  eliminate  waste  and  inefficiency. 
However,  the  administration  has  yet  to 
attack  the  greatest  single  example  of 
waste  in  the  annual  budget,  the  $10  bil¬ 
lion  that  we  have  to  spend  to  pay  the 
yearly  interest  on  the  debt. 

I  adhere  to  the  fiscal  theory  that  I  be¬ 
lieve  the  great  majority  of  the  American 
public  hold  which  says  that  if  we  are 
to  have  a  tax  cut  we  should  be  willing 
to  accept  the  responsibility  for  paying  for 
it  ourselves  through  a  reduction  in  Fed¬ 
eral  expenditures.  We  should  not  tax 
our  children  and  ourselves  in  later  years 
to  pay  for  this  perhaps  only  temporary 
relief.  We  should  not  adopt  a  policy 
that  obligates  the  earnings  of  future 
generations  without  their  consent  and 
one  that  in  one  hand  gives  a  tax  break 
while  the  other  hand  borrows  it  right 
back,  for  to  do  so  is  both  fiscally  and 
morally  wrong. 

Beyond  this,  Mr.  Speaker,  I  have  yet 
another  reason  for  opposing  this  legisla¬ 
tion.  We  are  told  this  “bill  will  reduce 
Federal  taxes  by  some  $11  Vk  billion.  The 
basic  premise  underlying  this  reduction 
is  to  provide  a  stimulus  for  our  economy 
and  ultimately  to  produce  even  greater 
revenues.  But,  I  cannot  in  good  con¬ 
science  support  legislation  that  reduces 
taxes  by  $11 V2  billion  and  fails  to  give 
any  consideration  whatsoever  to  a  re¬ 
duction  of  the  discriminatory  excise  tax 
on  automobiles  that  we  have  been  ex¬ 
tending  year  after  year  for  the  past  12 
years. 

To  me,  this  whole  thing  does  not  nng 
true— we  profess  to  be  concerned  about 
stimulating  the  economy  but  we  cannot 
give  one  red  cent  of  an  $11  billion  re¬ 
duction  to  the  largest  single  segment 
of  that  economy.  Is  it  consistent  for  us 
to  continue  a  tax  that  discriminates 
against  an  industry  that  employs  one 
person  out  of  every  seven,  that  accounts 
for  one  retail  dollar  out  of  every  five 
spent,  and  that  involves  one  business  out 
of  every  six  in  our  country? 

So,  Mr.  Speaker,  until  this  House  in¬ 
dicates  some  concern  for  correcting  this 


gross  tax  inequity,  as  well  as  many  other 
excise  tax  inequities,  I  cannot  lend  my 
voice  in  support  of  action  such  as  we 
are  taking  today. 

While  I  realize  the  taxpayers  of  this 
country  desperately  need  relief  from  our 
stifling  tax  system,  for  the  two  basic 
reasons  I  have  recited,  I  cannot  support 
the  conference  report. 

Mr.  LATTA.  Mr.  Speaker,  I  plan  to 
support  the  conference  report  on  H.R. 
8363,  the  Revenue  Act  of  1964,  even 
though  I  am  not  completely  satisfied 
with  all  of  the  provisions  of  the  bill. 
However,  I  believe  that  taxes  are  too 
high  and  that  they  should  be  reduced. 
I  am  disappointed  that  the  conference 
report  did  not  assume  the  difficult  task 
of  tax  reform  and  confined  itself  pri¬ 
marily  to  tax  reduction.  I  am  also  dis¬ 
appointed  that  only  negligible  reductions 
were  made  in  the  middle-income  group 
and  that  such  sizable  reductions  were 
made  in  the  higher  brackets. 

*Mr.  Speaker,  I  did  not  support  H.R. 
8363  when  it  was  first  before  the  House 
for  the  reason  that  the  House  failed  to 
adopt  a  Republican  motion  to  recommit 
with  instructions  to  hold  expenditures 
for  fiscal  1964  to  $97  billion  and  to  hold 
expenditures  to  $98  billion  in  fiscal  1965. 
Since  this  bill  was  before  the  House,  the 
Congress  succeeded  in.  cutting  more  than 
$6  billion  from  the  budget  for  fiscal  1964. 
The  present  administration  has  sub¬ 
mitted  a  budget  for  fiscal  1965  calling 
for  expenditures  of  $97.9  billion.  Since 
the  administration  budget  calls  for  ex¬ 
penditures  of  $0.1  billion  less  than  the  $98 
billion  proposed  in  our  motion  to  recom¬ 
mit,  I  expect  to  support  the  conference 
report  and  to  vote  against  every  request 
by  the  administration  to  exceed  its  own 
$97.9  billion  budget. 

Mr.  DONOHUE.  Mr.  Speaker,  I  most 
earnestly  hope  this  House  will  over¬ 
whelmingly  approve  the  conference  re¬ 
port  just  presented  to  us  on  the  Tax 
Revenue  Act  of  1964,  H.R.  8363. 

As  the  distinguished  chairman  of  our 
Ways  and  Means  Committee  has  indi¬ 
cated,  the  approval  of  this  report  may 
well  be  the  most  historically  significant 
legislative  action  of  modem  times. 

In  summary,  the  basic  objectives  em¬ 
bodied  in  this  tax  revenue  report  are  to 
encourage  the  long-term,  economic 
growth  of  the  Nation,  to  restrain  the 
tendencies  of  dangerously  increasing 
unemployment,  to  restrict  the  histori¬ 
cally  recurrent  forces  of  recession,  to 
contribute  to  the  balancing  of  our  inter¬ 
national  payments  and  eventually  to 
eliminate  the  disruptive  pattern  of 
chronic  budgetary  deficits. 

Certainly  these  are  admittedly  aims  in 
the  national  interest  and  it  is  just  as 
certain  that  the  provisions  of  this  report 
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project  a  reasonable  prospect  of  achiev¬ 
ing  these  aims.  * 

There  is  no  doubt,  as  the  economic 
history  of  our  own  and  other  countries 
reveal,  that  tax  reduction  does  tend  to 
spur  the  economy,  stimulate  capital  in¬ 
vestment,  and  relieve  unemployment. 

From  the  basic  human  standpoint,  the 
major  beneficiary  of  this  measure  will 
be  the  family  of  the  currently  unem¬ 
ployed  person  who  is  returned  to  gainful 
-  work.  On  this  score  alone,  the  bill  is 
meritorious  and  worthy  of  your  favor¬ 
able  consideration.  Of  course,  this  is 
not  the  perfect  tax  reduction  and  reform 
measure  that  most  of  us  would  like  and, 
undoubtedly,  it  may,  in  its  operation, 
reveal  that  some  things  not  in  the  bill 
should  have  been  added  and  some  things 
in  the  bill  should  have  been  taken  out. 
But,  this  is  the  story  of  all  human  legis¬ 
lative  efforts  and  appropriate  corrective 
amendments  may  be  adopted  as  time 
goes  on.  Even  though  there  are  changes 
and  additions  which  a  great  many  of  us 
would  like  to  see  today,  we  must  ask  our¬ 
selves  if,  for  one  or  two  personal  convic¬ 
tions,  we  are  justified  in  withholding 
approval  of  a  measure  that  promises  so 
many  overall  benefits  to  the  majority  of 
the  people  and  businesses  of  this  coun¬ 
try?  I  think  our  conscientious  answer 
must  be  that  we  should  approve  the  bill, 
now,  and  more  especially  when  we  have 
in  the  language  of  the  bill  itself,  as  well 
as  injhe  statement  of  the  President  a 
pledge  to  determinedly  pursue  substan¬ 
tial  reductions  in  all  governmental  ex- 
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penriitures  from  here  on.  The  efficacy 
of  this  tax  bill  and  the  economic  sta¬ 
bility  of  the  Nation  will  rest  upon  the 
fulfillment  of  the  President’s  pledge  and  . 
the  congressional  promise  in  the  measure 
to  prudently  restrict  Government  spend¬ 
ing.  I  personally  believe  the  President 
and  the  Congress  will  cooperate  to  fully 
redeem  such  a  pledge.  On  this  particular 
phase  of  the  matter,  we  might  do  well  to 
remember  that,  after  all,  the  executive 
department  cannot  spend  more  than  the 
Congress  gives  to  it.  A  !  r'  -  i 
Let  us  further  remember  that  our  own 
taxpayers,  through  the  Congress,  have 
been  truly  generous,  for  many  years,  to  . 
the  people  of  other  nations  all  over  the 
world.  Let  us  then  seize  this  oppor¬ 
tunity  to  demonstrate  concern  for  our 
own  too  long  and  too  heavily  burdened  - 
citizens  and  businesses.  For  our  present 
and  future  welfare,  let  us  approve  this 
measure  of  tax  reduction,  now,  while 
we  continue  to  perseveringly  work,  in 
accord  with  changing  economic  circum¬ 
stances,  for  a  more  just  and  equitable  tax 
structure  and  system  for  all  segments  of 
our  American  society. 


Mr.  PHILBIN.  Mr.  Speaker,  first,  I 
must  heartily  commend  and  thank  the 
very  able,  distinguished  gentleman  from 
Arkansas,  whom  we  all  greatly  esteem, 
and  his  very  fine,  able  committee  for 
their  outstanding  work  on  this  bill. 

From  my  standpoint,  the  bill,  as  it  Is 
here  presented  to  us,  is  by  no  means  a 
complete  or  perfect  legislative  measure. 
I  would  much  prefer  to  see  an  overall 
overhaul  and  revision  of  the.  entire  tax 
system,  monumental  as  such  a  job  would 
be,  because  it  is  necessary  to  banish  ar¬ 
chaic  forms,  palpable  inequities  and  in¬ 
justices,  and  to  adapt  our  taxing  mecha¬ 
nisms  and  procedures  to  our  modem 
business,  economic,  and  social  systems. 

I  should  prefer  to  see  a  much  broader 
and  deeper  approach  to  specific  tax  re¬ 
ductions  and  exemptions  for  ordinary 
people,  although  I  full  realize  the  serious 
problems  and  difficulties  involved. 

I  should  have  liked  more  considera¬ 
tion  in  the  bill  for  substantial  incentives 
for  initiative  and  enterprise — the  great 
nourishing  dynamic  forces  of  our  power¬ 
ful  economy — but  well  understand  the 
limitations  on  the  committee  and  the 
House  at  this,  time  of  high  budgets,  in 
inaugurating  such  measures,  even . 
though  they  must  be- taken  very  soon  to 
preserve  our  great,  productive  system 
and  the  high  living  standards  of  the 
American  people.  A  / 

This  bill  is  a  long  step  in  the  right 
direction,  a  move  toward  a  more  equi¬ 
table  tax  system  and  a  definite,  needed 
spur  to  the  economy.  ~ 

As  the  chairman  well  says,  it  Is  a  better 
bill  than  that  passed  by  the  House  and 
a  better  bill  than  that  passed  by  the 
other  body.  Though  it  has  shortcom¬ 
ings  and  does  not  always  deal  justly  with 
certain  classes  of  taxpayers,  nevertheless, 
its  benefits  are  real,  substantial,  immedi¬ 
ate,  and  projected,  and  should  bring 
many  of  the  favorable  results  we  expect, 
for  individuals,  business  people,  and  the 
economy. 

For  a  long  while,  I  have  been  urging 
tax  overhaul  ar.d  tax  reduction  to  stabi¬ 
lize,  encourage,  and  promote  business  and 
stimulate  employment  and  prosperity 
and  eliminate  glaring  injustices  and 
discriminations  against  the  rank  and  file 
of  the  people  that  have  been  causing 
hardship  and  lowering  the  living  stand-, 
ards  of  millions  of  Americans.  fa  y  >>  -  “L 

This  free,  private  enterprise  system 
can  survive  many  things,  as  it  has  dem¬ 
onstrated.  But  it  cannot  survive  exces¬ 
sive,  oppressive,  confiscatory  taxes  which 
destroy  incentive,  paralyze  initiative,  and 
dry  up  the  lifegiving  springs  of  free 
enterprise  itself. 

At  the  outset  of  the  Kennedy  adminis¬ 
tration,  I  urged  our  late,  cherished,  be¬ 
hoved  friend,  our  .great  .President  Ken- 
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nedy,  to  initiate  a  general  tax  relief  and- 
tax  revision  measure  that  would  accom¬ 
plish  the  ends  I  had  in  mind. 

It  seemed  to  me  at  that  time  that  while 
many  of  the  economic  indicators  pointed 
to  continued  favorable  business,  it  was 
quite  evident  from  'the  pockets  of  unem¬ 
ployment  and  pools  of  depressed  areas 
in  certain  parts  of  the  Nation  that  there 
was  a  strong  need  for  the  kind  of  stimu¬ 
lus  tax  reduction  would  provide. 

In  addition,  I  have  been  strongly  per¬ 
suaded  over  a  period  of  time  that  we 
were  becoming  a  tax-ridden  nation. 

The  Federal  budget  has  risen  to  new 
and  very  high  levels.  In  the  past  10 
years,  the  Federal  debt  has  gone  up  13 
percent  and  the  debt  of  States  and  cities 
has  increased  448  percent.  This  has 
caused  an  upward  pressure  on  taxes 
across  the  board  and  everyone  is  feeling 
the  pinch  of  heavier  tax  levies. 

I  was  delighted  when  President  Ken¬ 
nedy  strongly  recommended  a  tax  bill 
that  would  provide  some  relief  and  some 
measure  of  revision  and  we  are,  there¬ 
fore,  voting  today  bn  the  bill  which  has 
developed  from  his  recommendations 
and  from  the  laborious  efforts  of  our 
great  House  Ways  and  Means  Commit¬ 
tee  and  the  Senate  Finance  Committee. 

In  a  very  real  sense,  this  is  the  fulfill¬ 
ment  of  President  Kennedy’s  recommen¬ 
dations  and  fond  wish.  A  V  /  -  ; 

I  am  glad  that  we  are  going  to  have 
a  tax  bill  and  welcome  the  opportunity 
to  vote  for  this  conference  report,  even 
though  I  would  personally  prefer  a  some¬ 
what  different  kind  of  bill.  I  regard  this 
bill  as  a  step  forward  toward  the  greater 
goal  of  a  totally  revised  tax  system — a 
system  that  would  more  equitably  appor¬ 
tion  the  tax  burdens  on  those  best  fitted 
to  bear  them  and  with  fairness  and  jus¬ 
tice  to  all  groups  in  our  society. 

Mr.  ALGER.  Mr.  Speaker,  the  tax  bill 
affects  every  taxpayer,  directly  or  indi¬ 
rectly.  Taxpayers  are  affected  directly 
by  the  rate  and  structure  changes.  Tax¬ 
payers  and  nontaxpayers,  that  is,  every¬ 
one,  are  affected  indirectly  by  inflation, 
the  watering  of  the  value  of  our  money 
caused  by  the  deficit  financing  which 
most  surely  will  result  from  this  tax  cut. 

The  compromise  of  the  conference  re¬ 
port  does  not  improve  the  House  tax  bill, 
nor  does  it  move  in  the  direction  of  solv¬ 
ing  the  five  announced  objectives:  First, 
increase  economic  growth;  second,  re¬ 
lieve  unemployment;  third,  free-up  in¬ 
vestment  capital;  fourth,  increase  con¬ 
sumer  purchasing  power;  and,  fifth,  , 
simplify  the  tax  law.  The  law  is  vastly 
complicated  by  this  bill,  and  the  first 
four  objectives  are  defeated  by  the  re¬ 
sults  of  the  deficit  financing  which  is 
forced  by  this  tax  cut.  -  v  -  4 

Further,  I  Join  with  the  gentleman. 


from  Missouri  in  his  views  as  expressed 
in  opposition  to  this  conference  report. 

For  my  part  I  shall  continue  to  strive 
for  expenditure  control,  a  balanced 
budget,  and  the  surplus  which  alone  can 
make  possible  a  wholesome  tax  cut,  one 
which  we  have  Earned.  For  my  part,  I 
would  hesitate  to  approve  a  tax  cut  with¬ 
out  some  payment  against  the  Federal 
debt  at  the  same  time. 

The  present  course  of  deficit  financing, 
increasing  Federal  expenditure,  lack  of 
expenditure  control  is  to  me,  the  course 
of  fiscal  suicide  for  private  enterprise, 
for  capitalism,  and  our  leadership  in 
world  affairs. 

Mr.  OSMERS.  Mr.  Speaker,  the  tax 
reduction  bill  conference  report  will  have 
my  reluctant  support. 

The  pending  bill  is  a  step  in  the  right 
direction,  but  it  fails  to  provide  long 
overdue  relief  for  many  who  need  and 
should  have  it.  Many  reforms  are  also 
sadly  missing. 

Unless  the  many  promises  of  economy 
are  kept,  inflation  is  likely  to  dissipate 
many  of  the  bill’s  benefits. 

Homeowners,  working  mothers,  com¬ 
muters,  parents  of  college  students,  stock¬ 
holders,  and  others  with  special  tax 
problems  have  been  almost  completely 
ignored  in  this  bill. 

The  bill  fails  to  provide  for  the  com¬ 
muter  who  is  faced  with  increasing  costs 
of  getting  to  and  from  work,  for  par-  , 
ents  who  are  trying  to  give  their  chil¬ 
dren  a  college  education,  and  for  the 
homeowner  who  is  usually  overburdened 
by  State  and  local  taxation.  Nor  docs 
the  pending  bill  provide  tax  relief  for 
working  mothers  who  sorely  need  it. 

We  also  continue  to  penalize  those  who  . 
create  jobs  by  investing  in  American 
business.  /\ 

Mr.  Speaker,  it  was  my  hope  that  some 
of  the  provisions  of  bills  introduced  by  me 
in  the  past  might  have  been  included. 
For  example,  it  seems  that  we  should 
grant  at  least  a  $900  exemption  a  year 
for  tuition  expenses  for  parents  with 
children  in  college. 

An  increase  in  the  dependent  allow¬ 
ance  for  working  mothers  from  the  pre¬ 
sent  maximum  of  $600  to  50  percent  of 
her  adjusted  gross  income,  but  not  to  ex¬ 
ceed  $2,500,  seems  in  order. 

A  sensible  annual  deduction  ■  for  de¬ 
preciation  on  a  home  and  an  exemption 
of  up  to  $500  for  actual  commuting  costs 
would  give  relief  to  a  hard-pressed  cross 
section  of  our  population. 

It  was  a  great  mistake  for  the  Senate 
to  eliminate  the  modest  cut  of  $260  mil¬ 
lion  in  our  high  capital  gains  taxes, 
which  we  had  in  the  House  bill. 

The  decrease  in  tax  credit  on  corpora¬ 
tion  dividends  from  the  existing  4  PQ£-. 
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cent  to  2  percent  in  1064  and  elimina¬ 
tion  thereafter  was  most  unwise,  a  r .. 

The  dividend  tax  credit  shoulcl  be  in¬ 
creased,  not  decreased  if  it  is  to  be 
changed.  The  pending  bill’s  provisions 
in  this  respect  actually  increase  the 
heavy  burden  on  the  free  enterprise  sys¬ 
tem. 

[P.  3451 ] 

If  we  really  mean  to  reform  our  tax 
structure,  why  should  we  continue  war¬ 
time  excise  taxes  on  jewelry,  furs,  cos¬ 
metics,  luggage,  motor  vehicles,  appli¬ 
ances,  electric  light  bulbs,  and  tubes, 
photographic  equipment,  pens,  and  me¬ 
chanical  pencils? 

These  excise  taxes  were  designed 
mainly  to  curtail  production  during 
World  War  II  and  not  to  raise  revenue. 
They  unfairly  punish  certain  businesses 
and  consumers  without  materially  add¬ 
ing  to  our  total  tax  revenue. 

Why  should  we  continue  to  tax  admis¬ 
sions  to  concerts,  operas,  theaters,  mo¬ 
tion  pictures,  and  cabaret  checks? 

Why  should  we  not  also  repeal  taxes 
on  necessary  communications  and  trans¬ 
portation? 

Mr.  Speaker,  it  is  my  hope  that  tha 
Committee  on  Ways  and  Means  will  meet 
soon  and  face  up  to  this  unfinished  busi¬ 
ness.  / 

Another  tax  area  that  needs  early  at¬ 
tention  is  discrimination  by  States  in 
.levying  income  taxes  on  nonresidents. 

We  should  also  consider  greater  ex¬ 
emptions  for  actual  medical  and  drug 
expenses  and  for  those  with  blind  and 
handicapped  dependents  as  well  as  for 
some  portion  of  life  and  hospitalization 
insurance  premiums.  At  least  a  small 
amount  of  the  interest  received  by  a  tax¬ 
payer  on  a  savings  account  should  also 
be  tax  deductible. 

A  step  in  the  right  direction  has  been 
made.  Let  us  get  on  with  the  Job  of  giv¬ 
ing  relief  to  businesses  and  individuals 
who  have  been  unfairly  treated  taxwise 
for  too  long  a  time. 

Mr.  PATMAN.  Mr.  Speaker,  I  have  re¬ 
ceived  a  number  of  comments  about  my 
statement  of  February  17  on  the  Presi¬ 
dent’s  program  for  war  on  poverty. 

I  had  indicated  that  “under  our 
graduated  income  tax  system,  which  I 
think  is  a  fine  system,  one  of  the  greatest 
systems  of  taxation  any  nation  on  earth 
has  ever  devised” — money  that  is  spent 
in  the  low-income  groups  and  the  poverty 
stricken  would  increase. 

Some  readers  interpreted  that  state¬ 
ment  to  mean  that  I  was  endorsing  the 
present  tax  program  in  its  entirety — a 
statement  that  I  hasten  to  correct.  The 
principle  of  a  graduated  income  tax  is 
what  I  was  talking  about.  In  concept. 


'there  is  nothing  finer.  There  are  features 
of  our  existing  income  tax  system,  how¬ 
ever,  which  could  be  made  more  demo¬ 
cratic.  For  one  thing,  there  are  too 
many  loopholes  that  permit  the  very 
wealthy  to  escape  taxation  whereas  the 
poor  man  has  to  pay  up  every  dime.  This 
has  been  brought  out  in  my  foundation 
studies  which  revealed  some  shocking 
instances  of  tax  avoidance  by  very 
wealthy  people  who  have  access  to  the- 
cleverest  legal  assistance. 

Also;  the  tax  reduction  in  this  confer¬ 
ence  report  gives  upper-income  groups 
more  relief  than  the  poor,  who  need  it 
most.  >  • 

'y 

OFFICIAL  PICTURE  OF  HOUSE  OF  REPRESENTATIVES 

The  SPEAKER.  The  Chair  desires  to 
call  to  the  attention  of  the  Members  that 
the  official  picture  authorized  by  House 
Resolution  552  will  be  taken  immediately 
after  the  vote  on  the  pending  confer¬ 
ence  report. 

Mr.  MILLS.  Mr.  Speaker,  I  move  the* 
previous  question  on  the  conference  re¬ 
port. 

The  previous  question  was  ordered. 

The  SPEAKER.  The  question  Is  on 
agreeing  to  the  conference  report. 

Mr.  MILLS.  Mr.  Speaker,  I  ask  for 
the  yeas  and  nays. 

The  yeas  and  nays  were  ordered. 

The  question  was  taken;  and  there 
were — yeas  326,  nays  83,  not  voting  23, 


as  follows: 

[Roll  No.  431 
YEAS— 326 

Abele 

Buckley 

Duncan 

Adair 

Burke 

Dwyer 

Addabbo 

Burkhalter 

Edmondson  t  \ 

Albert  i 

Burton,  Calif. 

Edwards  ) 

Elliott  v ' 

Andrews, 

Burton,  Utah 

N.  Dak. 

Byrne,  Pa. 

Ellsworth  ’V 

Arends  \\ 

Byrnes,  Wis. 

Everett 

Ashley 

CahlU 

Evins 

Ashmore 

Cameron 

Fallon 

Asplnall 

Cannon 

Fr  rbsteln 

Auchlnclosa 

Carey 

Fa  seel) 

Avery 

Casey 

Felghan 

Ayres  ' 

Celler 

Finnegan 

Barrett 

Chenoweth 

Fino 

Barry 

Clark  /■ 

Flood  ’ 

Bass 

Clausen/  >'■ 

Flynt 

Bates 

Don  H. 

Fogarty 

Foreman 

Battln 

Cleveland 

Beckworth 

Cohelan  jy 

Fountain 

Bell 

Collier 

Fraser 

Bennett,  Fla. 

Conte 

Frellnghuysen 

Bennett,  Mich. 

Cooley 

Frledel 

Betts 

Corbett  "* 

Fulton,  Pa. 

Blatnlk 

Corman  ’ 

Fulton,  Tenn. 

Boggs 

Cramer 

Fuqua 

Boland 

Curtin 

Garmatz  .  - 
G’almo  * 

Bolling 

Daddarlo 

Bolton, 

Daniels 

Gibbons  1 

Frances  P. 

Davis,  Ga. 

Gilbert  , 

Bolton, 

Dawson 

Gill 

Oliver  P. 

Delaney 

Glenn 

Bonner 

Dent 

Gonzalez 

Bow 

Denton 

Goodell 

Brademas 

Derounlan 

Grabowskl 

Brooks 

Diggs 

Grant 

Bretzman 

Donohue 

Gray 

Brown,  Calif. 

Dorn 

Green,  Oreg. 

Broyhlll,  N.C. 

Downing 

Griffiths 

Btoyhilj,  Va. 

Dulskl 

Grover  s 
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Gurney 

Madden 

Rooney,  Pa. 

Hagan,  Ga. 

Martin,  Mass. 

Rosenthal 

Hagen.  Calif. 

Mathias 

Rostenkowski 

Halleck 

Matsunaga 

Roush 

Halpern 

Matthews 

Roybal 

Hanna 

Meader 

Ryan  Mich. 

Hansen 

Miller,  Calif. 

Ryan,  N.Y. 

Harding 

Miller,  N.Y. 

St.  George 

Hardy 

Milliken 

St  Germain 

Harris 

Mills 

St.  Onge 

Harrison 

Minish 

Saylor 

Harsha 

Monagan 

Schenck 

Harvey,  Ind. 

Montoya 

Schneebeli 

Hawkins 

Moore 

Schweiker 

Hays 

Moorhead 

Scott 

Healey 

Morgan 

Secrest 

Hubert 

Morris 

Shipley 

Hechler 

Morrison 

Short 

Hemphill 

Morse 

Shriver 

Henderson 

Morton 

Sibal 

Herlong 

Mosher 

Sickles 

Holifield  , 

Moss 

Siler 

Holland 

Multer 

Sisk 

Horan 

Murphy,  Ill. 

Slack 

Horton 

Murphy,  N.Y. 

Smith,  Calif. 

Hosmer 

Natcher 

Smith,  Iowa 

Huddleston 

Nedzi 

Snyder 

Hull 

Nelsen 

Springer 

Ichord 

Nix 

Staebler 

Jarman 

O'Brien,  N.Y. 

Stafford 

Jennings 

O’Hara,  Ill. 

Staggers 

Joelson 

O’Hara,  Mich. 

Steed 

Johnson,  Calif. 

O’Konski 

Stephens 

Johnson,  Pa. 

Olsen  Mont. 

Stinson 

Johnson,  Wis. 

Olson,  Minn. 

Stratton 

Jonas 

O’Neill 

Stubblefield 

Jones,  Ala. 

Osmers 

Sullivan 

Jones,  Mo. 

Ostertag 

Talcott 

Karsten 

Patman 

Taylor 

Karth 

Patten 

Thomas 

Kastenmeier 

Pelly 

Thompson,  La. 

Kee 

Pepper 

Thompson,  N.J. 

Keogh 

Perkins 

Thompson,  Tex. 

Kilgore 

Philbin 

Toll 

King,  Calif. 

Pickle 

Tollefson 

King,  N.Y. 

Pike 

Trimble 

Kirwan 

Pillion 

Tupper 

Kluczynskl 

Pirnie 

Tuten 

Knox 

Poff 

Udali 

Kornegay 

Pool 

Ullman 

Kuchel 

Powell 

Van  Deerlin 

Kyi 

Price 

Vanik 

Landrum 

Pucinski 

Van  Pelt 

Langen 

Purcell 

Vinson 

Lankford 

Quie 

Waggonner 

Latta 

Rains 

Wallhauser 

Leggett 

Randall 

Watson 

Lennon 

Reid,  N.Y. 

i  Watts 

Lesinskl 

Reuss 

i  Weaver 

Libonati 

Rhodes,  Pa. 

,Weltner 

Lindsay 

Rich 

1  Westland 

Long,  La. 

Rielhman 

1  White 

Long,  Md. 

Rivers,  Alaska 

j  Whitener 

McCulloch 

Rivers,  S.C. 

Wickersham 

McDade 

Roberts,  Tex. 

,  Widnall 

McDowell 

Robison 

Williams 

McFall 

Rodino 

1  Willis 

Mclntire 

Rogers  Colo. 

Wilson,  Ind. 

McMillan 

Rogers,  Fla. 

Wydler 

Macdonald 

Rogers,  Tex. 

Young 

MacGregor 

Rooney,  N.Y. 

Zablocki 

NAYS— 83 


Abbitt 

Fisher 

Minshall 

Abernethy 

Ford 

Norblad 

Alger 

Gary 

Passman 

Anderson 

Gathings 

Pilcher 

Andrews,  Ala. 

Goodling 

Quillen 

Ashbrook 

Griffin 

Reid.  Ill. 

Baldwin 

Gross 

Reifel 

Baring 

Gubser 

Roudebush 

Becker 

Haley 

Rumsfeld 

Beermann 

Hall 

Schadeberg 

Belcher 

Harvey,  Mich. 

Schwengel 

Berry 

H . even 

Selden 

Bray 

Hoffman 

Sikes 

Brock 

Hutchinson 

Skubltz 

Bromwell 

Jensen 

Smith,  Va. 

Bruce 

Johansen 

Taft 

Cederberg 

Keith 

Teague,  Calif. 

Chamberlain 

Kilburn 

Teague,  Tex. 

Clancy 

Laird 

Thomson,  Wis. 

Clawson,  Del 

Lipscomb 

Tuck 

Colmer 

Lloyd 

Utt 

Cunningham 

McClory 

Wharton 

Curtis 

McLoskey 

Whitten 

Dague 

Mahon 

Wilson  Bob 

Derwinski 

Marsh 

Winstead 

Devine 

Martin,  Nebr. 

Wyman 

Dole 

May 

Younger 

Findley 

Michel 

NOT  VOTING — 

-23 

Broomfield 

Gallagher 

Roberts,  Ala. 

Brown,  Ohio 

Kelly 

Roosevelt 

Burleson 

Mailliard 

Senner 

Chelf 

Martin,  Calif. 

Sheppard 

Davis,  Tenn. 

Murray 

Whalley 

Dingell 

O’Brien,  HI. 

Wilson, 

Dowdy 

Poage 

Charles  H. 

Forrester 

Rhodes,  Ariz. 

Wright 

So  the  conference  report  was  agreed 
to. 

The  Clerk  announced  the  following 
pairs : 

Mr.  Burleson  with  Mr.  Mallliard. 

Mr.  Roberts  of  Alabama  with  Mr.  Rhodes 
of  Arizona. 

Mr.  Roosevelt  with  Mr.  Brown  of  Ohio. 

Mr.  Dowdy  with  Mr.  Broomfield. 

Mr.  Chelf  with  Mr.  Whalley. 

Mrs.  Kelly  with  Mr.  Martin  of  California. 

Mr.  Senner  with  Mr.  O’Brien  of  Illinois. 

Mr.  Dingell  with  Mr.  Davis  of  Tennessee. 

Mr.  Gallagher  with  Mr.  Sheppard. 

Mr.  Wright  with  Mr.  Forrester. 

Mr.  Charles  H.  Wilson  with  Mr.  Murray. 

The  result  of  the  vote  was  announced 
as  above  recorded. 

A  motion  to  reconsider  was  laid  on  the 
table. 
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SENATE  FLOOR  DEBATE  ON  CONFERENCE  REPORT 
(From  the  Daily  Congressional  Record) 
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[ February >  25,  1964 ] 


[P.  3391 ] 

MESSAGE  FROM  THE  HOUSE 

A  message  from  the  House  of  Repre¬ 
sentatives,  by  Mr.  Bartlett,  one  of  its 
reading  clerks,  announced  that  the  House 
had  agreed  to  the  report  of  the  commit¬ 
tee  of  conference  on  the  disagreeing  votes 
of  the  two  Houses  on  the  amendments  of 
the  Senate  to  the  bill  (H.R.  4638)  to  pro¬ 
mote  the  orderly  transfer  of  the  execu¬ 
tive  power  in  connection  with  the  expira¬ 
tion  of  the  term  of  office  of  a  President 
and  the  inauguration  of  a  new  President. 

The  message  also  announced  that  the 
House  had  agreed  to  the  report  of  the 
committee  of  conference  on  the  disagree¬ 
ing  votes  of  the  two  Houses  on  the 
amendments  of  the  Senate  to  the  bill 
(H.R.  8363)  to  amend  the  Internal  Reve¬ 
nue  Code  of  1954  to  reduce  individual 
and  corporate  income  taxes,  to  make  cer¬ 
tain  structural  changes  with  respect  to 
the  income  tax,  and  for  other  purposes. 


[P.  3397 ] 

REVENUE  ACT  OF  1964 — CONFER¬ 
ENCE  REPORT 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  I  submit  a  report  of  the  committee 
of  conference  on  the  disagreeing  votes 
of  the  two  Houses  on  the  amendments 
of  the  Senate  to  the  bill  (H.R.  8363)  to 
amend  the  Internal  Revenue  Code  of 
1954  to  reduce  individual  and  corporate 
income  taxes,  to  make  certain  structural 
changes  with  respect  to  the  income  tax, 
and  for  other  purposes.  I  ask  unani¬ 
mous  consent  for  the  present  considera¬ 
tion  of  the  report. 

The  PRESIDING  OFFICER.  The  re¬ 
port  will  be  read  for  the  information  of 
the  Senate. 

The  legislative  clerk  read  the  report. 

(For  conference  report,  see  House  pro¬ 
ceedings  of  February  24,  1964,  pp.  3234- 
3238,  Congressional  Record.) 

The  PRESIDING  OFFICER.  Is  there 
objection  to  the  present  consideration  of 
the  report?  ■ 

There  being  no  objection,  the  Senate' 
proceeded  to  consider  the  report. 

The  PRESIDING  OFFICER.  The 
question  is  on  agreeing  to  the  confer¬ 
ence  report. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  it  was  on  last  January  30,  less 
than  a  month  ago  when  the  Senate 
first  began  consideration  of  the  bill 
which  we  bring  back  from  conference 
today  for  what  I  hope  will  be  its  final 
consideration  by  this  body. 

Legislation  of  this  type  is  necessarily 


technical  and  complex.  I  believe  that  its 
consideration  by  the  Senate ;  then  action 
on  it  by  the  conferees — ironing  out  the 
differences  between  the  House  and  the 
Senate — and  finally  action  on  the  con¬ 
ference  report  by  both  Houses  of  Con¬ 
gress,  all  in  less  than  1  month  is  an  ac¬ 
complishment  and  one  which  should  not 
pass  unnoted. 

It  has  been  possible  to  complete  this 
action  on  the  Revenue  Act  of  1964  with 
such  dispatch  because  of  the  careful  con¬ 
sideration  this  bill  has  been  given,  both 
by  the  other  body  and  by  the  Senate 
Finance  Committee  before  it  came  to 
the  floor  of  the  Senate.  I  would  like  to 
note  especially  the  constructive  attitude 
taken  with  respect  to  this  bill  by  our 
chairman,  the  distinguished  senior 
Senator  from  Virginia.  Although  he 
has  indicated  quite  clearly  that  he  is 
not  in  sympathy  with  this  legislation, 
he  has  nevertheless  handled  the  legis¬ 
lation,  both  in  the  hearings  on  it  before 
the  Finance  Committee  and  in  the  com¬ 
mittee’s  executive  sessions  on  the  bill,  in 
a  most  constructive  manner.  At  all 
times  he  has  taken  the  attitude  that  the 
different  points  of  view  should  have  a 
full  opportunity  for  expression,  but  at 
the  same  time  he  has  always  pressed  for 
action  on  the  bill  even  after  these  views 
were  expressed.  I  have  only  true  ad¬ 
miration  for  the  constructive  manner  in 
which  he  has  handled  this  bill. 

I  have  already  said  to  the  press,  and 
would  like  to  say  again,  here,  that  in  my 
opinion  this  has  been  a  most  satisfactory 
conference.  I  believe  that  the  bill  that 
we  bring  to  the  Senate  from  conference 
is  better  than  either  the  House  or  Senate 
versions  of  the  bill.  I  believe  that  con¬ 
ferees  had  selected  the  best  from  each 
i  and  rejected  the  bad  of  each.  I  do  not 
mean  by  this  that  in  all  respects  the  con¬ 
ference  agreement  is  as  I  personally 
would  have  it.  I  nave  seldom  seen  the 
time  when  that  would  be  true  of  a  con¬ 
ference  agreement,  especially  in  a  bill 
as  large  and  as  complex  as  this  one. 
Nevertheless,  I  feel  that  the  action  of  the 
conferees  was  constructive,  and  that  we 
bring  to  you  even  a  better  bill  than  the 
one  we  took  to  conference. 

This  legislation  is,  I  believe,  an  his¬ 
toric  landmark.  It  not  only  provides  the 
largest  tax  reduction  in  our  history,  but 
it  has  been  generally  recognized  in  the 
debate  on  this  bill  that  this  is  a  tax  re¬ 
duction  which  in  the  long  run — both 
through  increasing  consumer  purchasing 
power  and  through  stimulating  invest¬ 
ment — can  be  expected  to  raise  the  level 
of  economic  growth  in  this  country, 
thereby  increasing  the  Government’s 
revenues  above  the  level  they  would 
otherwise  achieve. 
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Probably  more  important,  however, 
this  bill,  although  it  certainly  will  not 
eliminate  unemployment,  can  neverthe¬ 
less  be  expected  to  aid  substantially  in 
reducing  unemployment  and  also  in¬ 
crease  the  likelihood  of  other  more  spe¬ 
cific  measures  becoming  effective. 

This  improvement  in  employment 
brought  about  by  this  bill  arises  from 
its  double  effect — both  making  funds 
available  for  increased  consumer  ex¬ 
penditures  and  also  through  improving 
the  likelihood  of  a  more  profitable  re¬ 
turn  on  investment.  These  factors  are 
necessary  if  we  are  to  achieve  a  higher 
rate  of  growth  for  our  economy  as  a 
whole. 

Perhaps  the  most  unique  aspect  of  the 
bill  is  that  it  reinforces  our  private  en¬ 
terprise  system.  By  reducing  the  level 
of  individual  and  corporate  taxation 
we  are  giving  the  free  enterprise  seg¬ 
ment  of  our  society  an  opportunity  to 
take  up  the  slack  which  many  of  us  be¬ 
lieve  has  arisen  in  our  economy  because 
our  tax  system  has  in  large  part  up  to 
this  time  still  been  geared  for  a  war¬ 
time,  rather  than  a  peacetime,  economy. 
By  this  action  we  are  giving  the  private 
enterprise  sector  of  our  economy  the  op¬ 
portunity  to  provide  the  growth  we  need 
in  the  years  ahead  to  improve  our  com¬ 
petitive  situation  abroad,  to  offset  at  least 
in  part  the  increasing  unemployment 
that  we  face,  and  to  provide  for  a  better 
and  more  prosperous  America  for  all 
of  us. 

I  do  not,  of  course,  believe  that  this 
bill  will  accomplish  this  result  alone  but 
I  do  believe  that  it  is  an  important  step 
in  this  direction. 

Much  has  been  said  as  to  tax  reforms 
which  are  not  in  this  bill;  tax  reforms 
which  were  proposed  by  the  adminis¬ 
tration  or  tax  reforms  which  individual 
Members  of  this  body  have  urged  upon 
all  of  us.  This  bill  does  not  accomplish 
all  of  the  tax  reform  that  is  needed  in 
our  revenue  system. 

However,  I  think  it  is  easy  to  under¬ 
emphasize  the  importance  of  the  tax 
reform  which  is  included  in  this  bill.  I 
believe  that  in  terms  of  substantive  re¬ 
form  of  our  tax  laws,  the  changes  made 
in  the  Revenue  Act  of  1962  and  in  this 
Revenue  Act  of  1964,  taken  together,  i 
clearly  represent  the  most  substantial 
reform  of  our  tax  laws  at  least  since 
1942,  if  not  for  a  much  longer  period  of 
time.  Undoubtedly  there  is  much  yet  to 
do  and  we  will  certainly  be  faced  with 
tax  reform  issues  for  many  years  to 
come.  Nevertheless,  this  bill  will  also  go 
down  as  a  landmark  in  the  reform  in  our 
tax  laws  and  its  importance  in  this  re¬ 
spect  has  been  greatly  misunderstood. 

I  would  like  to  review  now  the  revenue 


implications  of  the  actions  taken  by  your 
conferees.  The  calendar  year  1965  lia- 
bility — which,  for  the  most  part,  repre¬ 
sents  the  full  year  liability — would  under 
the  bill  as  passed  by  the  Senate  have 
resulted  in  a  $11.9  billion  reduction  as 
contrasted  to  a  reduction  of  $11.2  bil¬ 
lion  under  the  House  version  of  the  bill. 
The  bill  that  we  bring  back  from  con¬ 
ference  is  expected  to  result  in  a  reve¬ 
nue  loss  in  the  calendar  year  1965  of 
slightly  less  than  $11.5  billion,  or  more 
specifically,  $11.48  billion.  Hius,  the  ac- 
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tion  taken  by  the  conferees  reduces  the 
revenue  loss  in  the  calendar  year  1965 
by  $375  million.  In  the  long  run,  this 
saving  is  expected  to  be  $405  million. 

In  terms  of  fiscal  year  receipts  this 
bill,  before  any  stimulative  effect,  Is  ex¬ 
pected  to  result  in  a  revenue  reduction 
in  the  fiscal  year  1964  of  $1.6  billion, 
which  is  the  same  as  the  version  which 
passed  the  Senate.  However,  in  the  fis¬ 
cal  year  1965  the  conference  agreement 
is  expected  to  result  in  a  revenue  reduc¬ 
tion  from  present  law  of  $8.5  billion,  or 
$425  million  less  than  the  version  which 
passed  the  Senate.  This  is  without  re¬ 
gard  to  the  stimulative  effect  which  the 
Treasury  Department  assures  us  this  bill 
will  have  and  which  they  have  estimated 
in  the  fiscal  year  1964  to  be  $200  million 
and  in  fiscal  year  1965  to  be  about  $4  bil¬ 
lion.  In  other  words,  the  Treasury  De¬ 
partment  anticipates  that  this  bill  in 
these  2  fiscal  years  will  have  an  im¬ 
pact  on  the  budget  of  only  $1.4  billion  in 
the  fiscal  year  1964  and  $4.5  billion  in 
the  fiscal  year  1965. 

Mr.  GORE.  Mr ^  President,  the  Sen¬ 
ate  is  not  in  orderT  There  are  at  least 
a  half  dozen  attaches  of  the  Senate  talk¬ 
ing  in  front  of  the  desk.  One  Senator 
is  trying  to  speak  against  six  attaches. 

The  PRESIDING  OFFICER.  The 
Senate  will  be  in  order. 

Mr.  GORE.  When  the  Chair  does  not 
enforce  the  rules  of  the  Senate,  it  is  a 
losing  game.  _ 

The  PRESIDING  OFFICER.  The 
Senate  will  be  in  order. 

Mr.  LONG  of  Louisiana.  I  thank  the 
Senator. 

Let  me  turn  now  to  the  specific  con¬ 
ference  action  on  the  amendments  as 
agreed  to  by  the  Senate.  The  great 
bulk  of  the  Senate  amendments  were 
agreed  to  by  the  conferees.  Of  course, 
many  of  these  were  in  the  nature  of 
technical,  perfecting  amendments,  but 
in  addition  I  think  it  is  clear  that  even 
in  terms  of  substantive  amendments  the 
bulk  of  those  made  by  the  Senate  were 
approved  by  the  conference  action.  For 
the  most  part,  I  will  not  refer  to  these 
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amendments  which  have  been  approved 
by  the  conference  action  but  rather  to 
the  amendments  where  either  some  com¬ 
promise  was  reached  or  the  Senate 
amendments  were  deleted. 

Probably  the  most  important  Senate 
amendment,  and  one  on  which  I  am 
happy  to  report  we  were  able  to  retain 
the  essential  feature  of  the  Senate  ac¬ 
tion  is  that  dealing  with  capital  gains 
and  losses.  This  is  the  amendment  on 
which  the  Finance  Committee  action  was 
specifically  confirmed  by  a  vote  on  the 
Senate  floor  of  56  to  25. 

I 

The  House  conferees  agreed  to  the 
Senate  action  which  deleted  from  the 
House  bill  the  special  40-percent  inclu¬ 
sion  factor  for  capital  gains  where  the 
asset  has  been  held  2  years  or  more  and 
the  special  alternative  rate  of  21  per¬ 
cent  for  these  gains.  As  a  result,  capi¬ 
tal  gains,  where  the  assets  have  been 
held  6  months  or  more,  will  all  continue 
to  be  subject  to  the  50 -percent  inclu¬ 
sion  factor  required  by  present  law  and 
will  continue  to  be  subject  to  the  alter¬ 
native  tax  rate  of  25  percent.  It  will  be 
recalled  that  in  the  debate  on  this  sub¬ 
ject,  both  I  and  several  other  Senators 
pointed  out  that  the  present  capital  gains 
rates  accounted  for  the  fact  that  the  ef¬ 
fective  rates  applicable  to  many  persons 
with  very  large  incomes  are  close  to  25 
percent.  It  will  also  be  recalled  that  I 
presented  the  Senate  with  information 
showing  that  the  tax  benefits  from  the 
capital  gains  tax  reductions  would  go 
largely  to  those  with  the  very  highest 
incomes  and  would  have  the  effect  of 
bringing  down  the  effective  rates  of  tax 
on  many  of  these  persons  below  20  per¬ 
cent.  We  presented  this  same  material 
to  the  House  conferees  and  they  recog¬ 
nized  the  merit  of  our  position  and 
agreed  to  the  deletion  of  the  provision. 

The  Senate  conferees  did,  however, 
agree  to  retain  one  feature  of  the  House 
bill  relating  to  capital  gains  and  losses; 
namely,  the  unlimited  carryover  of  capi¬ 
tal  losses.  This  is  a  matter  which  was 
not  given  much  attention  in  the  Senate 
at  the  time  the  basic  capital  gains  pro¬ 
vision  was  discussed.  Under  present 
law  a  capital  loss  is  first  offset  against 
capital  gains,  and  then  to  the  extent  of 
any  remaining  loss,  it  may  be  offset 
against  ordinary  income  up  to  $1,000. 
Any  loss  still  remaining  may  be  carried 
forward  and  that  same  procedure  re¬ 
peated  in  each  of  the  next  5  years.  The 
House  provision,  which  the  conferees 
have  accepted,  provides  for  the  indefi¬ 
nite  extension  of  this  capital  loss  carry¬ 
over  rather  than  limiting  it  to  the  5 -year 
period.  1 

The  House  provision  retains,  however, 
the  limitation  of  $1,000  as  the  maximum 


amount  which  may  be  offset  against  ordi¬ 
nary  income  in  any  1  year.  This  provi¬ 
sion  has  been  urged  by  the  House  on  the 
grounds  that  it  encourages  risk-taking 
and  in  that  manner  will  encourage  the 
growth  of  new  industries. 

Another  Senate  floor  amendment  which 
was  considered  at  length  in  the  confer¬ 
ence  is  that  relating  to  the  exclusion  for 
income  earned  abroad.  The  House  con¬ 
ferees  felt  that  this  had  not  been  a  sub¬ 
ject  matter  of  the  hearings  on  the  House 
side,  or  before  the  Senate  Finance  Com¬ 
mittee,  and  for  that  reason  they  were 
most  reluctant  to  make  any  modifica¬ 
tions  in  this  provision.  Moreover,  the 
House  conferees  pointed  out  that  this 
matter  had  been  specifically  dealt  with 
in  the  1962  legislation  and  that  it  was 
as  a  result  of  that  legislation  that  the 
present  maximum  amounts  were  placed 
on  the  exclusion  applicable  in  the  case 
of  bona  fide  residents  of  foreign  coun¬ 
tries.  For  these  reasons  we  found  it  dif¬ 
ficult  to  obtain  any  compromise  in  this 
area  from  the  House  conferees. 

We  have  been  able,  however,  to  bring 
back  to  the  Senate  some  reduction  in  the 
exclusion  for  income  earned  abroad  in 
the  case  of  bona  fide  residents  of  foreign 
countries  who  are  there  for  more  than 
3  years.  Under  present  law  these  per¬ 
sons  receive  an  exclusion  of  $35,000.  Un¬ 
der  the  conference  action  this  has  been 
reduced  to  $25,000  effective*  for  the  cal¬ 
endar  year  1965.  There  was  a  strong 
feeling  on  the  part  of  the  House  confer¬ 
ees  that  if  we  wish  to  stimulate  exports 
and  sales  of  American  products  abroad  it 
was  important  to  have  Americans  in  key 
business  positions  abroad  and  that  the 

exclusion  provided  in  the  existing  law 
was  an  important  factor  in  this  regard. 

I  am  glad  to  report  that  we  were  suc¬ 
cessful  in  prevailing  upon  the  House  con¬ 
ferees  to  accept  the  Ribicoff  retirement 
income  credit  provision  which  provides  a 
supplementary  credit  where  the  wife 
either  is  not  eligible  for  a  retirement 
credit  under  existing  law  or  is  eligible 
for  only  a  reduced  credit.  Although  some 
modification  was  made  by  the  conferees 
in  this  regard,  the  agreement  worked  out 
accomplishes  all  that  I  believe  the  Sena¬ 
tor  from  Connecticut  desired.  The  modi¬ 
fications,  in  fact,  meet  some  problems  I 
think  we  would  have  had  if  we  had  kept 
the  original  provision. 

Let  me  now  turn  to  the  group  term  life 
insurance  provision.  Senators  will  re¬ 
call  that  under  the  Senate  version  this 
insurance  would  have  taxed  in  the  case  of 
protection  provided  by,  or  through,  an 
employer  in  excess  of  $70,000.  The  House 
version  on  the  other  hand  would  have 
taxed  insurance  protection  above  $30,000. 
This  was  compromised  by  the  House  and 
your  conferees  at  $50,000. 
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In  providing  for  the  inclusion  of  grdup 
term  insurance  to  the  extent  specified  in 
the  taxpayer’s  income,  the  conferees 
wanted  to  make  it  clear  that  this  insur¬ 
ance  does  not  include  death  benefits  in 
so-called  travel  insurance  or  accident  and 
health  policies  where  such  policies  do  not 
provide  general  death  benefits.  In  addi¬ 
tion,  the  conferees  are  instructing  the 
Treasury  Department  to  study  the  table 
of  premiums  at  attained  ages  contained 
in  the  House  and  Senate  committee  re¬ 
ports  on  the  bill  to  see  whether  this  table 
should  not  be  replaced  by  a  table  which 
reflects  the  most  recent  mortality  experi¬ 
ence  and  which  may  possibly  make  some 
allowance  for  expense  factors. 

In  the  case  of  the  sick  pay  exclusion, 
or  wage  continuation  payment,  your  con¬ 
ferees  retained  most  of  the  McCarthy 
amendment  which  was  adopted  here  on 
the  Senate  floor.  Under  the  House  bill 
the  exclusion  for  sick  pay  was  limited  to 
those  cases  where  the  individual  was  ab¬ 
sent  from  work  for  30  days  or  more  and 
was  available  only  with  respect  to  up  to 
$100  received  after  the  30-day  absence 
from  work.  The  McCarthy  amendment 
would  also  make  the  sick  pay  exclusion 
available  in  certain  cases  during  the  first 
30  days.  Under  the  amendment  the  sick 
pay  exclusion  would  be  available  in  this 
period  where  the  wage  continuation  pay¬ 
ment  is  not  more  than  75  percent  of 
regular  average  weekly  pay  of  the  indi¬ 
vidual.  The  conferees  accepted  this  pro¬ 
vision  but  modified  it  to  provide  that 
within  the  first  30  days  the  sick  pay  ex¬ 
clusion  will  be  available  for  only  the  first 
$75  of  income.  In  addition,  it  was  made 
clear  that  it  would  be  available  only  af¬ 
ter  a  7-day  waiting  period  unless  the  in¬ 
dividual  is  hospitalized,  not  only  in  the 
case  of  illnesses  but  in  the  case  of  ac¬ 
cidents  as  well. 

Another  amendment  on  which  a  com¬ 
promise  was  reached  between  the  dif¬ 
ferent  House  and  Senate  versions  is  that 
dealing  with  the  deductibility  of  State 
and  local  taxes.  The  House  bill  would 
have  provided  that  State  taxes  are  to  be 
deductible  only  in  the  case  of  income, 
property  and  general  sales  taxes.  The 
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Senate,  in  addition,  would  have  allowed 
deductions  for  gasoline  taxes  and  auto 
tag  and  driver’s  license  taxes.  I  believe 
the  senior  Senator  from  Virginia,  the 
chairman  of  our  committee,  felt  especial¬ 
ly  strongly  on  the  issue  of  the  deducti¬ 
bility  of  gasoline  taxes.  This  matter  was 
compromised  by  continuing  the  deduc¬ 
tion  of  gasoline  taxes  but  denying  the  de¬ 
duction  for  auto  tag  and  driver’s  license 
taxes.  This  preserves,  therefore,  $220 
million  of  deductions  for  individuals  in 


the  case  of  these  taxes,  which  under  the 
House  version  would  not  have  been  avail¬ 
able. 

Another  important  provision  repre¬ 
sents  an  amendment  made  by  the  Sena¬ 
tor  from  Tennessee  [Mr.  Gore]  in  the 
Senate  Finance  Committee  to  the  un¬ 
limited  charitable  contribution  deduc¬ 
tion.  Under  this  deduction  an  unlimited 
charitable  contribution  deduction  is 
available  for  those  who  in  8  of  the  last 
10  years  have  given  90  percent  of  their 
income  to  charity  or  paid  it  in  Federal 
income  taxes.  The  Gore  amendment 
would  have  denied  the  unlimited  chari¬ 
table  contribution  deduction  with  respect 
to  gifts  to  private  foundations.  The 
Finance  Committee  felt  that  in  the  case 
of  these  private  foundations  the  donors 
frequently  were  not  actually  parting  with 
the  funds,  and  frequently  that  the  funds 
were  not,  for  an  extended  period  of  time 
at  least,  finding  their  way  into  actual 
charitable  uses.  Because  of  this  we 
made  the  unlimited  charitable  contribu¬ 
tion  unavailable  unless  the  organization 
was  one  of  several  specified  organizations 
such  as  churches,  schools  or  hospitals  or 
alternatively  under  your  committee’s  ac¬ 
tion  unless  the  organization  was  one 
“which  normally  receives  a  substantial 
part  of  its  support  *  *  *  from  a  gov¬ 
ernmental  unit  or  from  direct  or  indirect 
contributions  from  the  general  public.” 

Since  the  adoption  of  this  provision 
by  the  Senate,  cases  have  been  called  to 
the  attention  of  many  members  of  the 
Senate  and  House  where  contributions  to 
private  foundations  which  arise  from  un¬ 
limited  charitable  contributions  do  find 
their  way,  in  a  relatively  short  period  of 
time,  into  actual  charitable  uses.  The 
Senate  version  did  not  take  into  account, 
for  example,  the  fact  that  some  private 
foundations  are  themselves  directly  car¬ 
rying  on  charitable  functions,  as  distinct 
from  making  gifts  to  other  charitable 
organizations  carrying  on  these  chari¬ 
table  functions.  In  addition,  our  ver¬ 
sion  of  the  bill  did  not  take  into  account 
the  fact  that  in  the  case  of  many  of  the 
private  foundations  the  organization 
either,  through  activities  it  carried  on 
itself  or  through  donations  it  makes  to 
other  organizations,  is  making  the  con¬ 
tributions  available  for  actual  charitable 
use  in  a  short  period  of  time. 

Because  of  the  factors  I  have  referred 
to,  the  conferees,  although  accepting  the 
Senate  amendment,  modified  it  to  pro¬ 
vide  for  the  continued  availability  of  the 
unlimited  charitable  contributions  de¬ 
duction  in  the  case  of  contributions  to 
churches,  schools,  hospitals  and  other 
public-type  organizations;  and  also  in 
the  case  of  two  specific  types  of  private 
foundations.  The  first  of  these  private 
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foundations  which  under  the  conference 
agreement  will  still  qualify  for  contribu¬ 
tions  by  someone  claiming  the  unlimited 
charitable  contribution  deduction  has 
been  referred  to  as  an  operating  charity. 
The  type  of  organization  I  am  referring 
to  here  is  one  which  devotes  substan¬ 
tially  more  than  half  of  its  assets  direct¬ 
ly  to  the  active  conduct  of  the  exempt 
charitable  activities.  It  also  is  one  which 
must  devote  substantially  all  of  its  in¬ 
come  to  such  a  purpose.  By  active  con¬ 
duct,  we  mean  that  the  organization 
must  itself  carry  on  the  activity  and  not 
merely  be  a  conduit  for  transferring  the 
contributions  to  another  organization. 

In  developing  this  provision  it  was 
recognized  organizations  such  as  the 
Williamsburg  development  actually  still 
retain  a  title  to  the  property  which  they 
purchased  but  nevertheless  use  these  as¬ 
sets  for  the  purpose  for  which  the  orga¬ 
nization  was  exempt.  Moreover,  this 
provision  was  not  intended  as  a  year- 
by-year  test  but  rather  looks  to  a  period 
of  time  to  determine  whether  an  orga¬ 
nization  is  devoting  its  assets  and  income 
in  the  manner  indicated.  Somewhat 
more  leeway  is  allowed  in  the  case  of 
assets  than  in  the  case  of  income  to 
make  allowance  for  the  fact  that  some 
of  these  organizations  must  necessarily 
accumulate  some  of  their  contributions 
to  build  up  an  endowment  fund  to  enable 
them  to  carry  on  their  exempt  activities 
from  the  income  of  this  fund. 

The  second  exception  for  the  private 
foundations  relates  to  one  which  during 
a  3 -year  period  beginning  after  the  con¬ 
tribution  is  received  expends  or  uses 
half  of  the  contributions  received  from 
those  claiming  an  unlimited  charitable 
contribution  deduction  for  one  of  the 
following  four  purposes: 

First.  The  active  conduce  of  activi¬ 
ties  representing  its  exempt  functional 
purpose — that  is,  direct  operations  rath¬ 
er  than  making  grants  to  other  chari¬ 
table  organizations. 

Second.  Assets  directly  devoted  to  such 
purpose. 

Third.  Contributions  to  organizations 
for  which  a  30-percent  charitable  con¬ 
tribution  deduction  may  be  claimed  un¬ 
der  present  law  or  to  the  type  of  operat¬ 
ing  private  foundations  I  have  just  de¬ 
scribed. 

Fourth.'  Any  combination  of  these  uses. 

In  determining  whether  an  organiza¬ 
tion  has  used  50  percent  or  more  of  its 
contributions  for  this  purpose  it  is  not 
intended  that  there  be  any  tracing  of 
the  specific  contributions.  Instead  it  is 
assumed  that  the  first  amount  to  be 
spent,  for  the  activities  to  which  I  have 
referred,  is  the  income  of  the  organiza¬ 


tion  for  the  year  in  which  the  contribu¬ 
tion  is  received  and  in  each  of  the  years 
up  to  the  end  of  the  year  in  which  the 
contribution  is  considered  to  have  been 
used  for  this  specific  purpose.  The  next 
amount  considered  as  being  spent  for 
this  purpose  are  the  contributions  from 
those  claiming  the  unlimited  charitable 
contribution  deduction. 

It  is,  of  course,  recognized  that  in  some 
cases  it  may  be  desirable  for  the  organi¬ 
zation  to  retain  all  of  these  contribu¬ 
tions,  and  perhaps  the  income  of  the  or¬ 
ganization  as  well,  for  a  period  of  more 
than  3  years.  This  may  arise,  for  ex¬ 
ample,  where  another  organization,  such 
as  a  school,  is  being  asked  to  match  a 
grant  provided  by  one  of  these  founda¬ 
tions,  or  perhaps  where  a  survey  is  re¬ 
quired  before  it  is  possible  to  determine 
the  best  way  in  which  the  funds  should 
be  expended.  The  conferees  gave  recog¬ 
nition  to  these  needs  for  retaining  the 
contributions  and  income  beyond  the  3- 
year  period  by  granting  to  the  Secretary 
of  the  Treasury  permission  to  allow  the 
retention  of  the  contributions  and  in¬ 
come  for  longer  periods  o2  time  where 
the  organization  shows  good  cause  for 
such  a  retention.  It  is  not  intended  that 
the  mere  accumulation  of  the  funds  to 
earn  income,  and  in  that  manner  to  in¬ 
crease  the  size  of  the  corpus,  would  re¬ 
present  a  good  cause.  Where  this  grant 
of  authority  for  accumulation  beyond 
the  end  of  the  3-year  period  is  given, 
the  income  of  the  subsequent  years  must 
also  be  expended  or  used  for  one  of  the 
four  purposes  I  have  previously  outlined, 
as  well  as  the  income  of  the  year  of  the 
contribution  and  three  succeeding  years. 

It  is  intended  that  the  donor  of  the 
contribution — the  individual  who  is 
claiming  the  unlimited  charitable  con¬ 
tribution — claim  the  deduction  on  what 
might  be  considered  a  probationary  basis 
before  the  organization  satisfies  all  of 
these  conditions.  He  may  claim  the 
deduction  tentatively  on  his  return,  and 
then  if  the  organization  complies  with 
the  law  subsequently,  the  deduction  be¬ 
comes  validated  by  this  action.  Should 
the  organization  not  comply  with  these 
requirements,  the  individual’s  return 
would  have  to  be  revised  to  disallow  the 
specified  amount  with  respect  to  the 
unlimited  charitable  contribution  deduc¬ 
tion. 

The  conferees  agreed  to  the  Senate 
amendment  providing  a  10-year  carry¬ 
forward  in  the  case  of  expropriation 
losses,  but  desired  to  make  it  clear  in 
this  case  that  the  amount  of  any  loss 
taken  into  account  in  determining  a  for¬ 
eign  expropriation  loss  is  no  higher  than 
the  taxpayer’s  adjusted  basis  for  the 
property  in  question  since  the  foreign 
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expropriation  loss  must  arise  from  a  loss  ' 
described  in  section  165  of  the  code  or  a 
bad  debt  described  in  section  166;  in  both 
of  these  cases  the  deduction  allowed  is 
limited  to  the  adjusted  basis  of  the  prop¬ 
erty  in  question  for  purposes  of  the  sale 
or  other  disposition  of  the  property. 

The  House  conferees  resisted  the  Neu- 
berger  amendment,  which  would  expand  * 
the  area  of  application  of  the  child  care 
deduction  in  present  law.  The  Senate 
conferees  were  able,  however,  to  obtain 
an  important  concession  from  the  House 
.conferees  in  this  respect,  although  not 
attaining  the  full  Senate  amendment. 
The  Senate  amendment  would  have 
made  this  child  care  deduction  availab’e  ' 
in  the  case  of  working  wives,  and  hus¬ 
bands  with  incapacitated  wives,  whe.e  ! 
the  joint  income  of  the  two  amounts  to  j 
$7,000  or  less,  as  contrasted  to  the  in-  | 
come  level  of  $4,500  or  less  under  exist¬ 
ing  law.  Under  the  conference  agree¬ 
ment  the  income  level  will  be  raised  from 
-the  $4,500  of  present  law  to  $6,000.  In 
addition,  under  the  conference  agree¬ 
ment  the  maximum  child  care  deduc¬ 
tion  where  there  are  two  or  more  de¬ 
pendents  involved  is  to  be  $900.  Under 
the  Senate  version  the  maximum  deduc- 
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tion  would  have  been  $1,000  where  three 
or  more  dependents  are  involved. 

The  Senate  bill  would  have  provided 
a  deduction  of  up  to  $50  a  year  in  the 
case  of  single  persons,  or  up  to  $100  a 
year  in  the  case  of  married  couples,  fil¬ 
ing  joint  returns  for  political  contribu¬ 
tions  to  a  candidate  or  a  political  com¬ 
mittee.  The  House  conferees  were  un¬ 
willing  to  accept  this  amendment  large¬ 
ly  because  it  was  felt  that  this  was  a 
departure  from  prior  practice  in  this 
respect,  and  that  a  change  of  this  major 
significance  should  not  be  made  without 
a  full  opportunity  for  hearings  in  both 
the  House  and  the  Senate. 

For  the  remaining  Senate  amendments 
which  were  either  modified  substantially 
or  deleted  from  the  conference  bill  I 
would  like  to  summarize  the  action  taken 
by  the  conferees:  >'  7 "  f 

First.  The  Senate  bili  provided  that  a 
"face  amount,  certificate  company”  was 
not  to  be  disallowed  a  deduction  on  in¬ 
terest  paid  with  respect  to  face  amount 
certificates  under  section  265(2)  of  the 
code  to  the  extent  that  the  tax  exempt 
obligations  acquired  do  not  represent 
more  than  25  percent  of  the  average  of 
the  company’s  total  assets.  The  confer¬ 
ees  reduced  this  percentage  to  15  per¬ 
cent.  In  providing  this  treatment,  it  is 
not  intended  that  interest  on  the  face 
amounts  certificates  be  denied  because  of 
investments  in  excess  of  the  specified  15- 


percent  level,  if  the  taxpayer  establishes 
that  indebtedness  was  not  "incurred  or 
continued  to  purchase  or  carry”  these 
excess  obligations.  Nor  is  it  intended 
that  any  inference  with  respect  to  years 
before  the  effective  date  of  this  provi¬ 
sion  be  drawn  from  the  enactment  of  this 
provision. 

Second.  The  Senate  conferees  accept¬ 
ed  the  House  effective  date  of  August  6,- 
1963,  for  the  bank  loan  provision  which 
denies  an  interest  deduction  in  certain 
cases  in  the  case  of  indebtedness  incurred 
to  buy  life  insurance  under  a  plan  con¬ 
templating  the  systematic  borrowing  of 
part  or  all  of  the  cash  value  of  the  policy. 
The  effective  date  under  the  Senate  ver¬ 
sion  of  the  bill  was  December  31, 1963. 

Third.  The  Senate  bill  repealed  the 
rule,  adopted  in  1962,  which  disallowed  a 
portion  of  travel  expenses  for  certain 
business  trips  which  are  combined  with  a 
vacation.  The  conferees  agreed  to  this 
amendment  insofar  as  domestic  travel  is 
concerned,  but  retained  present  law  with 
respect  to  the  foreign  portion  of  busi¬ 
ness-vacation  trips  abroad. 

Fourth.  The  House  conferees,  with 
slight  modification,  agreed  to  the  Sen¬ 
ate  amendments  relating  to  the  stock 
option  provision.  However,  exception 
was  taken  to  a  statement  in  the  report 
on  this  bill  of  the  Senate  Committee  on 
Finance  to  the  effect  that  the  use  of  a 
general  term  such  as  "key  employees”  is 
not  a  sufficient  description  of  those  eli¬ 
gible  to  receive  options.  The  conferees, 
after  having  considered  the  matter,  have 
concluded  that  the  use  of  the  term  "key 
employees”  should  be  considered  a  suf¬ 
ficient  description  of  the  class  o i  em¬ 
ployees  among  whom  a  board  of  direc¬ 
tors,  or  other  executive  committee,  of  a 
corporation  may  select  those  to  whom- 
stock  options  may  be  granted.  In  addi-  • 
tion,  the  bill  provides  that  a  qualified 
stock  option  plan  must  be  approved  by 
stockholders  within  a  12-month  period 
before  or  after  its  adoption  and  must 
provide  the  aggregate  number  of  shares 
which  may  be  issued  under  options  and 
the  employees — or  class  of  employees — 
eligible  to  receive  these  options.  It  is 
intended  that  the  remaining  require¬ 
ments  relating  to  the  terihs  of  options 
granted  under  the  n£w  provisions  may 
be  met  in  such;  options.  Inconsistencies 
between  the  plan  and  the  option  should, 
of  course,  be  removed,  but  a  modification 
by  the  board  of  directors — or  other  ex¬ 
ecutive  committee  of  the  corporation — 
under  a  power — express  or  implied — of 
the  board,  or  committee,  to  modify  the 
plan  to  conform  to  the  requirements  of 
law,  will  be  sufficient.  Granting  period 
for  the  qualified  stock  options  under 
these  circumstances  will  not  be  affected 
by  such  modifications. 
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Fifth.  The  Senate  bill  contained  an 
amendment  which  extended  installment 
sales  treatment — under  which  income  is 
reported  as  the  installments  are  re¬ 
ceived — to  all  revolving  credit  sales  of 
personal  property  and  to  time  payment 
charges  associated  with  revolving  credit 
sales.  The  conferees  agreed  to  a  modifi¬ 
cation  of  this  provision  which  provides 
that  installment  sales  are  to  include  re¬ 
volving  credit  type  plans — and  this  term 
is  defined — except  that  the  term  for  this 
purpose  is  not  to  include  any  accounts 
which  are  used  by  the  purchaser  primar¬ 
ily  as  ordinary  charge  accounts.  Regu¬ 
lations  issued  by  the  Treasury  Depart¬ 
ment  on  this  subject  provide  to  some 
extent  that  revolving  credit  type  plans 
are  to  be  treated  as  installment  sales. 
However,  these  regulations  deny  install¬ 
ment  treatment  to  the  portion  of  such 
sales  coming  under  what  is  known  as  the 
“small  sale”  rule.  This  provides  that  if 
the  aggregate  sales  charged  during  a  bill¬ 
ing  month  to  an  account  under  a  revolv¬ 
ing  credit  plan  do  not  exceed  the  re¬ 
quired  monthly  payment,  then  none  of 
the  sales  during  this  billing  month  are 
considered  to  be  sales  on  the  installment 
plan.  This  amendment  eliminates  this 
rule.  Instead,  if  the  purchaser  uses  his 
account  primarily  as  an  ordinary  charge 
account,  such  an  account  will  not  qualify 
for  treatment  under  the  installment 
method  of  accounting.  One  method  of 
determining  whether  a  purchaser  is  us¬ 
ing  his  account  primarily  as  an  ordinary 
charge  account  which  the  Service  ought 
to  consider  for  this  purpose  to  see  if  it 
is  appropriate  would  be  to  determine 
whether  the  customer’s  aggregate  revolv¬ 
ing  credit  purchases  during  the  year  of 
the  retailer,  for  all  billing  periods  in 
which  the  account  is  completely  liqui¬ 
dated  by  the  first  payment  in  a  subse¬ 
quent  billing  period,  are  more  than  one- 
half  of  his  total  revolving  credit  pur¬ 
chases  for  that  year.  In  such  a  case,  the 
customer  would  be  considered  to  have 
used  his  account  primarily  as  an  ordi¬ 
nary  charge  account.  This  determina¬ 
tion  could,  of  course,  be  made  by  the 
taxpayer  on  the  basis  of  a  sample  of 
accounts,  rather  than  on  the  basis  of  a 
complete  audit  of  all  accounts.  /;  <  —  / 
Sixth.  The  House  accepted  the  Senate 
amendment  which  provides  that  the  year 
a  taxpayer  contests  a  tax  or  other  liabil¬ 
ity  he  is,  nevertheless,  to  be  permitted 
a  deduction  for  the  item  in  the  year  for 
which  he  makes  a  payment,  if  this  is 
earlier  than  the  year  in  which  the  con¬ 
test  is  settled.  It  is  the  understanding 
of  the  conferees  that  the  new  provisions 
relating  to  the  timing  of  deductions,  in 
certain  cases  where  asserted  liabilities 
are  contested,  do  not  affect  the  taxable 


year  in  which  the  taxpayer  may  deduct 
items  of  a  nature  which  are  properly 
accruable  in  a  year  before  the  year  of 
payment. 

Seventh.  The  House  version  of  the 
bill  contained  a  provision  making  an  in¬ 
terest  deduction  available  for  carrying 
charges  separately  stated  which  repre¬ 
sent  purchases  of  services.  The  interest 
deduction  in  this  case,  as  in  the  case  of 
tangible  personal  property  purchases  un¬ 
der  present  law,  may  not  exceed  the 
carrying  charge  or,  if  lower,  interest 
computed  at  6  percent  on  the  declining 
balance.  The  Senate  had  deleted  this 
provision.  The  conferees,  instead  of  ex¬ 
tending  this  provision  to  carrying 
charges  arising  from  purchases  of  serv¬ 
ices  generally,  extended  it  to  installment 
payments  for  educational  services,  such 
as  those  for  tuition,  fees,  and  lodging. 

Eighth.  The  House  conferees  agreed 
to  a  series  of  relatively  minor  amend¬ 
ments  made  by  the  Senate  in  the  per¬ 
sonal  holding  company  provision.  One 
modification  in  the  provision,  however, 
was  not  agreed  to  by  the  House  con¬ 
ferees,  and  on  this  point  the  Senate  con¬ 
ferees  accepted  the  House  provision. 
Senators  will  recall  that  certain  favor¬ 
able  liquidation  treatment  is  made 
available  under  the  bill  to  a  corporation 
which,  had  the  new  rules  been  applied 
“would  have  been”  a  personal  holding 
company  in  one  of  2  prior  years.  Under 
the  Senate  version  of  the  bill,  these  2 
prior  years  had  to  be  years  ending  before 
December  31,  1963.  Therefore,  for  a 
calendar  year  corporation  they  had  to  be 
the  years  1961  or  1962.  The  House  ver¬ 
sion  of  the  bill  provides  that  these  2 
years  are  to  be  the  2  most  recent  years 
ending  before  the  date  of  enactment  of 
this  bill.  Since  this  bill  cannot  be  signed 
until  the  end  of  February  or  early  in 
March,  this  means  that  in  the  case  of  a 
calendar  year  corporation  the  2  years 
which  would  be  taken  into  account  in 
the  House  version  of  the  bill  are  1962 
and  1963.  In  addition,  the  House  version 
of  the  bill  would  also  include  a  fiscal 
year  ending  on  January  31,  1964.  The 
Senate  conferees  accepted  the  House 
version  of  this  date.  /\  •'  -  ~  '2 

Ninth.  The  House  bill  provided  for  an 
increase  in  basis  where  an  individual 
died  holding  stock  of  a  foreign  personal 
holding  company.  The  increase  in  the 
basis  of  the  stock  in  this  case  is  the 
estate  tax  paid  which  is  attributable  to 
unrealized  appreciation  in  the  value  of 
this  stock.  -  This  aspect  of  the  House 
bill,  although  deleted  by  the  Senate,  has 
been  restored  by  the  conferees.  How¬ 
ever,  further  provisions  relating  to  liqui¬ 
dations  of  these  foreign  personal  hold¬ 
ing  companies,  together  with  the  proyi-.- 


4209 


sion  for  an  increase  in  basis  where  a  "gate  may  disallow  the  $25,000  surtax 
decedent  has  held  property  distributed  exemption  or  the  $100,000  accumulative 
in  such  a  liquidation,  have  been  deleted,  /  earnings  credit,  unless  the  transferee 
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Tenth.  The  Senate  bill  would  have 
provided  that  any  excess  foreign  tax 
credit  which  arises  from  mineral  extrac¬ 
tion,  because  of  the  percentage  deple¬ 
tion  allowance  under  U.S.  law,  may  not 
be  used  to  offset  U.S.  tax  on  income  not 
related  to  mineral  extraction  or  process¬ 
ing  transportation  or  marketing  of  pri¬ 
mary  mineral  products.  The  House 
conferees  refused  to  accept  this  provi¬ 
sion.  A 

Eleventh.  The  Senate  bill  adds  a  pro¬ 
vision  which  provides  special  treatment 
for  old  employees  who  are  reimbursed 
for  selling  expenses  and  also  for  reduc¬ 
tions  in  sales  price  attributable  to  the 
fact  that  they  had  to  sell  in  a  hurry. 
Under  the  amendment  where  these  em¬ 
ployees  sell  their  old  home  because  their 
employer  moves  them  to  a  new  location, 
these  selling  costs  and  reductions  in 
sales  price,  to  the  extent  reimbursed,  are 
treated  as  proceeds  from  the  sale  of  the 
house  rather  than  ordinary  income. 

As  a  result,  they  would  not  be  treated 
as  ordinary  income  but  would,  to  the 
extent  subject  to  tax,  result  in  a  capital 
gain.  The  House  conferees  refused  to 
accept  this  provision.  They  told  us  that 
the  allowance  of  the  deduction  for  mov¬ 
ing  expenses,  for  transportation  of  house¬ 
hold  goods,  and  so  forth,  already  pro¬ 
vided  under  the  House  bill  for  new  em¬ 
ployees,  and  employees  who  were  not  re¬ 
imbursed,  was  adopted  in  order  to  place 
such  individuals  on  the  same  basis  as 
those  who  are  reimbursed  under  present 
law.  It  was  contended  that  now  to  per¬ 
mit  these  amounts  relating  to  the  sale 
of  houses  to  be  treated  as  sales  proceeds, 
rather  than  compensation,  *would  be  giv¬ 
ing  another  benefit  to  old  employees  who 
are  reimbursed  for  which  there  would 
be  no  comparable  benefit  for-others  who 
are  less  fortunate  in  that  they  are  not 
reimbursed,  or  are  new  employees.  In 
view  of  these  views,  the  conferees  agreed, 
to  delete  this  provision  from  the  bill. 

Twelfth.  Although  the  Senate  made  no 
change  in  the  House  amendment  to  sec¬ 
tion  1551  of  the  code,  I  should  like  to 
make  a  statement  with  respect  to  the 
amendment  of  this  section  relating  to 
the  disallowance  of  surtax  exemptions. 
Under  existing  law,  if  a  corporation 
transfers  property  other  than  money  di¬ 
rectly  to  a  corporation  which  it  controls 
and  the  transferee  corporation  was 
created  for  the  purpose  of  acquiring  this 
property,  or  was  not  actively  engaged  in 
business  at  the  time  of  this  acquisition, 
the  Secretary  of  the  Treasury  or  his  dele- 


corporation  establishes  by  the  clear  pre¬ 
ponderance  of  the  evidence  that  the  se¬ 
curing  of  the  exemption  or  credit  was 
not  a  major  purpose  for  the  transfer. 

Thus,  present  law  applies  only  to  direct 
transfers  of  property  other  than  money. 
The  bill  amends  the  section  to  include 
indirect  transfers  of  property  other  than 
money.  Cases  have  been  presented  to 
the  conferees  where  a  newly  organized 
subsidiary — created  by  expanding,  rather 
than  merely  changing  the  location  of  the 
business — in  the  ordinary  course  of  its 
business  purchases  merchandise  from  a 
centralized  warehouse  maintained  by  the 
parent  corporation.  In  such  a  case,  it  is 
not  intended  that  any  surtax  exemption 
or  accumulated  earnings  credit  be  dis¬ 
allowed  under  the  amendment  .where  a. 
major  purpose  of  the  separate  incorpora¬ 
tion  was  not  the  securing  of  an  addi¬ 
tional  surtax  exemption. 

Thirteenth.  Present  law,  in  certain 
cases,  provides  head-of-household  treat¬ 
ment;  namely,  a  tax  rate  which  is  ap¬ 
proximately  halfway  between  that 
applicable  to  single  people  and  the  split- 
income  rates  applicable  to  married  cou¬ 
ples.  This  treatment  is  available  where 
a  taxpayer  maintains  in  his  houshold  his 
children,  or  other  relatives,  who  are  his 
dependents  or  maintains  a  household — 
which  may  be  apart  from  his — for  his 
parents  if  they  are  his  dependents.  The 
Senate  amendment  would  have  modified 
this  to  provide  head-of-household  treat-, 
ment  not  only  for  fathers  and  mothers 
who  live  outside  the  taxpayer’s  own  home 
but  also  children  and  other  relatives 
who  are  dependents.  The  head-of- 
household  treatment  is  available  so  long 
as  the  taxpayer  maintains  a  home  for 
any  of  these  persons  whether  or  not  it  is 
his  own  home.  The  conferees  decided 
to  delete  this  modification  of  head-of- 
household  status,  in  order  to  have  the 
opportunity  to  study  various  possible 
modifications  more  carefully  than  would 
be  possible  in  this  bill. 

Fourteenth.  The  House  conferees  ac¬ 
cepted  the  Senate  amendment  which  per¬ 
mits  a  deduction  for  losses  occasioned 
by  the  seizure  by  Cuba  of  personal  resi¬ 
dences  and  other  personal  property.  The 
Senate  amendment  treats  these  losses  as 
losses  arising  from  a  casualty.  This 
amendment  was  clearly  intended  to  ap¬ 
ply  in  the  years  1959  and  1960  when 
most,  if  not  all,  of  these  expropriations 
in  Cuba  took  place.  However,  through 
inadvertence  when  this  amendment  was 
offered,  no  provision  was  mado  for  an 
effective  date  for  the  amendment,  and 
as  a  result  the  amendment  has  only  pros-. 
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pective  application.  To  overcome  this 
effective  date  problem  it  is  expected  that 
subsequently  legislation  will  be  presented 
to  the  Congress  to  make  this  provision 
effective  for  the  taxable  years  ending 
.after  December  31,  1958.  At  that  time, 
jit  will  also  be  possible  to  consider  more 
'precisely  the  scope  such  a  provision 
should  have. 

Mr.  GORE.  Mr.  President,  will  the 
Senator  from  Louisiana  yield? 

Mr.  LONG  of  Louisiana.  I  yield. 

Mr.  GORE.  In  the  case  of  a  taxpayer 
who  owned  a  large  home  in  Cuba,  how, 
i  under  present  circumstances,  would  the 
fair  market  value  of  such  property  be 
j  determined? 

I  Mr.  LONG  of  Louisiana.  Ordinarily, 
[the  taxpayer  under  this  provision  would 
jget  a  deduction  for  what  he  paid  for  the 
house. 

Mi*.  GORE.  He  may  have  purchased 
the  house  10  or  30  years  ago. 

Mr.  LONG  of  Louisiana.  That  means 
!he  would  be  limited  to  the  price  he  paid 
30  years  ago.  That  is  the  rule  on  ex¬ 
propriated  property,  it  is  limited  to  what 
he  actually  invested  at  the  time  unless 
this  is  less  than  its  fair  market  value. 

Mr.  GORE.  But  the  property  might 
be  worth  only  a  fractional  sum  of  what 
he  paid  originally — or  what  it  was  imag¬ 
ined  to  be  worth  30  years  ago  and  what 
may  be  a  fair  price  now. 

Mr.  LONG  of  Louisiana.  The  Senator 
'  may  be  correct,  but  he  is  asking  me  what 
the  law  is.  My  understanding  of  what 
the  law  will  be  in  this  case  is  that  a  per¬ 
son  whose  personal  property  has  been 
expropriated  gets  whatever  figure  is  low¬ 
er— what  he  paid  for  it  or  what  the  fair 
market  value  is. 

The  lower  of  the  two  figures  is  the  one 
which  the  person  is  able  to  claim. 

Mr.  GORE.  What  I  am  asking  the 
Senator,  really,  is  with  respect  to  the 
workability  of  the  provision.  Obviously, 
there  is  no  point  in  the  Senator’s  and  my 
arguing  the  advisability  of  this  special 
provision.  There  is  a  real  question,  how¬ 
ever,  as  to  how  a  fair  market  value  can 
now  be  determined  in  Cuba.  •''>  —  / 

Mr.  LONG  of  Louisiana.  The  burden 
is  on  the  taxpayer  to  establish  it.  The 
problem  is  not  an  entirely  new  problem. 
We  had  to  deal  with  it  in  foreign  claims 
legislation  in  years  gone  by.  Thus  far, 
there  has  been  very  little  contention 
made  that  we  have  not  been  able  to  ar¬ 
rive  at  a  fair  market  value  of  the  prop¬ 
erty  taken,  even  though  in  some  respects, 
I  am  sure,  the  responsible  agency  of 
Government,  whether  it  was  the  tax  col¬ 
lector  in  one  case,  or  the  Foreign  Claims 
Commission,  in  the  other,  had  to  do  the 
best  it  could  with  the  information  avail¬ 
able  to  it.  — 


Mr.  GORE.  Would  the  Senator  have 
any  estimate  of  the  number  of  private 
residences  involved  in  the  amendment, 
and  their  approximate  tax  consequence? 

Mr.  LONG  of  Louisiana.  The  amend¬ 
ment  in  question  is  prospective.  That 
was  not  the  intention.  However,  that  is 
how  it  stands  at  the  moment.  So  far  as 
I  know,  there  are  none  now,  because  the 
Castro  government  has  seized  everything 
in  Cuba,  and  that  was  done  in  previous 
years.  Therefore,  we  shall  have  to  have 
a  second  look  at  the  subject  when  legis¬ 
lation  is  passed  to  implement  what  we 
thought  we  had  done. 

As  the  Senator  knows;  the  amend¬ 
ment  was  originally  offered  by  the  Sena¬ 
tor  from  Delaware.  Of  course  he  had 
in  mind  including  those  who  lost  their 
homes  in  1959  and  1960.  By  inadvert¬ 
ence,  he  failed  to  place  an  effective  date 
in  the  amendment,  with  the  result  that 
the  legislation  will  have  to  be  amended 
to  give  relief  to  a  person  whose  home 
has  been  taken. 

I  do  not  know  how  much  would  be 
involved  or  how  many  homes  would  be 
involved.  The  person  who  made  the 
claim  would  have  to  be  a  resident  of 
the  country  or  a  U.S.  citizen. 

Mr.  GORE.  He  does  not  have  to  be  a 
resident  of  the  country.  If  he  is  a  citi¬ 
zen  of  this  country,  even  though  he  be  a 
bona  fide  resident  abroad,  he  would  still 
be  entitled  to  the  benefit. 

Mr.  LONG  of  Louisiana.  I  believe  I 
said  that.  I  believe  I  said  he  would  have 
to  be  a  resident  of  this  country  or  a 
U.S.  citizen. 

Fifteenth.  The  Senate  took  to  con¬ 
ference  an  amendment  which  would  have 
provided  that  insurance  proceeds  re¬ 
ceived  as  a  result  of  the  destruction  or 
damage  to  crops  may  be  reported  for 
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income  tax  purposes  in  the  year  follow¬ 
ing  the  year  of  destruction  or  damage  if 
the  taxpayer  Satisfied  the  Secretary  of 
the  Treasury  that  the  income  from  the 
crop  would  not  under  normal  circum-  * 
stances  have  been  reported  until  the 
later  year.  This  amendment  was  not 
agreed  to  by  the  conferees.  The  House 
conferees  felt  since  this  bill  already  con-  - 
tains  a  general  averaging  provision  that 
if  this  resulted  in  real  hardship  the  gen¬ 
eral  averaging  provision  would  be  likely 
to  give  relief  in  cases  of  this  type.  It  was 
also  suggested  that  it  would  be  particu¬ 
larly  unfortunate  to,  on  the  one  hand, 
adopt  the  general  averaging  provision 
in  order  to  do  away  with  special  averag¬ 
ing  devices,  and  then  in  the  very  same 
legislation  add  a  new  special  averaging 
device. 
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Sixteenth.  The  Senate  took  to  confer¬ 
ence  two  amendments  offered  by  the 
Senator  from  Alabama  [Mr.  Sparkman] 
relating  to  disabled  persons.  The  first 
amendment  provides  a  deduction  of  up 
to  $600  for  transportation  expenses  of 
going  to  and  from  work  for  a  taxpayer 
who  is  disabled  to  such  an  extent  that 
he  cannot  use  public  transportation  fa¬ 
cilities.  The  second  amendment  pro¬ 
vides  an  extra  $600  exemption  for  a  dis¬ 
abled  taxpayer  or  a  disabled  spouse.  For 
this  purpose  a  disabled  individual  is  one 
who  is  under  a  permanent  physical  or 
mental  disability  which  can  be  expected 
to  render  the  individual  involved  unable 
to  engage  in  any  substantial  beneficial 
activity.  These  amendments  were  not 
acceptable  to  the  House  conferees.  It 
was  pointed  out  that  we  had  held  no 
hearings  on  these  amendments  and  that 
if  aid  for  disabled  individuals  were  to 
'  be  provided  it  was  not  clear  that  these 
would  represent  the  most  desirable  forms 
of  aid  to  provide.  It  was  pointed  out,  for 
example,  that  the  extra  $600  exemption 
for  disabled  taxpayers  would  be  unlike¬ 
ly  to  do  them  much  good  unless  they  had 
investment  income,  since  the  disability 
must  be  sufficient  to  render  them  un¬ 
able  to  engage  in  any  substantial  ac¬ 
tivity.  In  view  of  these  considerations, 
your  conferees  were  unable  to  retain 
these  amendments  in  the  bill  as  agreed 
to  by  the  conferees.  A  t  /  -  / 

Seventeenth.  The  Senate  took  to  con¬ 
ference  an  amendment  which  would  i 
permit  the  Secretary  of  the  Treasury  to 
grant  a  claim  for  refund  of  taxes  paid 
for  gasoline  used  on  farms  where  the 
claim  is  filed  after  the  period  specified 
by  law — namely,  June  30  to  September 
30 — if  the  claimant  can  establish  to  the 
satisfaction  of  the  Secretary  good  cause 
for  failure  to  file  a  timely  claim.  The 
House  conferees  were  unwilling  to  take 
this  amendment  in  this  bill  since  this 
deals  with  an  excise  tax  question  and 
they  believed  that  excise  tax  issues 
should  await  later  consideration.  This, 
of  course,  also  is  generally  the  policy  we 
followed  here  on  the  Senate  floor,  al¬ 
though  we  did  not  adhere  to  that  policy 
in  this  case  since  this  did  not  involve  a 
rate  reduction. 

Eighteenth.  The  Senate  took  to  con¬ 
ference  a  provision  allowing  a  doube  in¬ 
vestment  credit  for  facilities  or  equip¬ 
ment  purchased  or  acquired  to  control 
water  or  air  pollution.  This  double  in¬ 
vestment  credit  means  that  such  equip¬ 
ment  or  facilities  would  receive  a  14- 
percent  investment  credit,  instead  of  the 
usual  7-percent  credit.  The  House 
conferees  would  not  agree  to  this  amend¬ 
ment.  They  questioned  whether  there 
had  been  adequate  consideration  of  this 


provision  and  also  expressed  doubt  as  to 
the  desirability  of  providing  tax  benefits 
for  the  acquisition  of  specific  types  of 
equipment  or  facilities  regardless  of  how 
desirable  the  facilities  or  equipment 
might  be. 

Mr.  CARLSON.  Mr.  President,  will  the 
Senator  from  Louisiana  yield? 

The  PRESIDING  OFFICER  (Mr. 
Brewster  in  the  chair) .  Does  the  Sen¬ 
ator  from  Louisiana  yield  to  the  Senator 
from  Kansas? 

Mr.  LONG  of  Louisiana.  I  yield. 

Mr.  CARLSON.  As  has  well  been  stat¬ 
ed  by  the  Senator  from  Louisiana,  who 
handled  the  bill  in  the  Senate,  in  the 
committee  there  was  no  disposition  to  be 
opposed  to  the  amendment  in  regard  to 
the  expenses  of  transportation  of  the  dis¬ 
abled,  as  such;  but  in  the  committee  we 
felt — and  the  Treasury  felt  the  same 
way — that  we  should  look  into  .this  mat¬ 
ter;  I  do  not  think  I  am  betraying  a 
confidence  when  I  make  this  statement. 
So  I  hope  that  some  day  Congress  will 
legislate  in  this  field. 

Mr.  LONG  of  Louisiana.  I  thank  the 
Senator  very  much. 

Mr.  SPARKMAN.  Mr.  President,  will 
the  Senator  yield  at  this  point? 

Mr.  LONG  of  Louisiana.  I  yield  to  the 
Senator  from  Alabama.  /  /  -  "L- 

Mr.  SPARKMAN.  I  would  like  to  ask 
a  question  on  the  amendment  that  is 
brought  forth  in  the  report  an  page  55, 
amendment  No.  201.  That  is  the  amend- 
‘  ment  that  would  have  allowed  additional 
personal  exemptions  for  disabled  persons 
who  incurred  expense  because  of  the 
necessity  of  having  to  afford  unusual 
transportation. 

This  amendment  was  taken  to  confer¬ 
ence.  I  realized  at  that  time,  and  I  so 
stated  frankly  on  the  Senate  floor,  that 
I  did  not  have  the  Treasury’s  estimate  as 
to  what  the  cost  would  be.  However,  I 
was  aware,  when  the  figure  was  submit¬ 
ted  to  the  conferees,  that  it  appeared  to 
be  too  large  for  absorption,  particularly 
in  view  of  the  fact  that  neither  the  House 
committee  nor  the  Senate  committee  had 
made  a  study  of  this  provision.  That  was 
•  the  reason  why  it  was  dropped;  was  it 
not? 

I  know  the  custom  of  the  Treasury  as 
well  as  I  know  the  custom  of  any  other 
Government  agency  in  regard,  to  mak¬ 
ing  estimates.  The  estimates  are  made 
usually  on  the  assumption  that  every 
disabled  person  who  was  working  ahd 
who  came  under  this  category  would 
claim  the  exemption  up  to  the  full 
amount  of  $600,  which  of  course  greatly 
inflates  the  cost. 

\  I  cannot  quarrel  with  the  conferees, 
since  they  had  not  had  an  opportunity 
to  go  into  this  study  carefully,  but  I  ask 
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of  the  Senator  from  Louisiana,  repre¬ 
senting  the  Finance  Committee,  that  it 
continue  to  give  consideration  to  this 
subject.  I  believe  it  is  a  good  provision. 
We  already  have  special  provisions  for 
certain  classes.  I  believe  that  this  class 
is  highly  deserving;  and  I  hope  that  the 
subject  will  be  studied  and  that  a  care¬ 
ful  estimate  will  be  made  as  to  what  the 
loss  of  revenue  would  be.  I  hope  the 
Senator  is  in  a  position  to  assure  us  that 
this  provision  will  not  bo  dropped,  but 
that  it  will  receive  attention  from  the  Fi¬ 
nance  Committee. 

Mr.  SPARKMAN  and  Mr.  JOHNSTON 
addressed  the  Chair. 

The  PRESIDING  OFFICER.  Does  the 
Senator  from  Louisiana  yield? 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  I  am  sure  the  Senator  from  South 
Carolina  has  the  same  interest  in  this 
matter,  and  I  would  like  to  yield  to  him 
before  I  yield  to  the  Senator  from  Ala¬ 
bama,  because  the  Senator  from  South 
Carolina  was  a  coauthor. 

Mr.  JOHNSTON.  .  I  was  a  coauthor  of 
the  amendment.  In  this  particular  in¬ 
stance,  I  was  interested  in  ,the  feature, 
with  respect  to  the  taxpayer  who  is  to¬ 
tally  and  permanently  disabled.  Instead 
of  having  an  exemption  of  $600,  he 
should  have  an  exemption  of  twice  that 
amount,  or  $1,200.  That  is  the  main  part 
of  the  amendment  in  which  I  was  in¬ 
terested.  As  the  Senator  from  Loui¬ 
siana  knows,  a  taxpayer  who  is  blind  or 
a  taxpayer  who  is  65  years  of  age  or  over 
receives  an  extra  exemption  of  $600.  I 
could  not  understand  why  this  proposal 
was  stricken  out.  We  voted  twice — first 
on  the  amendment  which  the  Senator 
from  Alabama  was  discussing,  and  then 
on  the  amendment  I  am  discussing. 

I  hope  that  something  will  be  done 
in  the  near  future  for  the  taxpayer  who 
is  totally  and  permanently  disabled.  I 
think  it  will  be  found  that  most  of  them 
have  little  income,  and  a  large  majority 
have  no  income  and  pay  very  little  in¬ 
come  tax.  /\  ^  ?  _  f 

Mr.  LONG  of  Louisiana.  I  thank  the 
Senator.  As  the  Senator  from  Alabama 
and  the  Senator  from  South  Carolina 
know,  I  have  much  sympathy  with  what 
they  are  seeking  to  accomplish.  The 
House  conferees  made  much  of  the  fact 
that  the  Senate  had  had  no  opportunity 
to  study  the  proposal  and  conduct  hear¬ 
ings  on  it.  The  chairman  of  the  House 
conferees  made  the  point  that  his  com¬ 
mittee  proposes,  when  possible,  to  con¬ 
duct  hearings  in  the  general  field  of  dis¬ 
ability  and  undertake  to  provide  relief 
for  the  more  meritorious  cases.  Wheth¬ 
er  the  totally  and  permanently  disabled 
persons  would  constitute  the  most  meri¬ 
torious  type  of  case,  the  House  conferees 
are  not  willing  to  commit  themselves. 


I  am  in  sympathy  with  the  amend¬ 
ment.  I  hope  that  at  the  appropriate 
time;  in  the  not  too  distant  future,  hear¬ 
ings  may  be  held  on  this  subject,  and 
that  the  general  field  of  disability  will 
be  considered,  to  learn  what  additional 
relief  might  be  accorded.-  The  House 
conferees  made  no  commitment  as  to 
when  the  House  committee  would  con¬ 
sider  this  subject;  but  I  am  satisfied, 
from  my  understanding  of  the  disposi¬ 
tion  of  Members  of  the  House,  that  there 
is  a  firm  determination  to  consider  this 
problem  eventually.  When  that  will  be,  . 
I  do  not  know.  A  U  ?  ~ 

The  Senator  from  Alabama  and  the 
Senator  from  South  Carolina  have  many  • 
times  initiated  action  on  important 
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measures  dealing  with  small  business,  'N 
veterans,  low-cost  housing,  and  other 
activities  of  that  sort,  both  in  the  gen¬ 
eral  legislative  field  and  in  the  tax  area. 

I  welcome  their  efforts  in  this  field,  be¬ 
cause  I  am  sure  they  will  be  productive, 
eventually,  of  relief  along  the  lines  they 
are  suggesting. 

Mr.  SPARKMAN.  I  appreciate  the 
manner  in  which  the  Senator  ’  from 
Louisiana  has  handled  the  matter.  I 
believe  that  the  Committee  on  Finance 
will,  at  the  first  opportunity,  give  most 
serious  consideration  to  this  provision. 

Mr.  LONG  of  Louisiana.  I  thank  the 
Senator  from  Alabama.  I  appreciate 
the  support  which  he  gave  to  the  bill.  I ' 
am  sorry  we  were  not  able  to  bring  his 
amendment,  or  at  least  some  portion  of 
it,  back  from  conference.  I  am  satisfied 
that  if  he  will  persevere  in  this  area,  as 
I  am  sure  he  will,  his  efforts  will  not  be 
in  vain. 

Mr.  BEALL.  Mr.  President,  will  the 
Senator  from  Louisiana  yield  briefly,  in 
connection  with  an  amendment  which  Is 
'  not  included  in  the  report? 

Mr.  LONG  of  Louisiana.  I  yield. 

Mr.  BEALL.  Mr.  President,  before  we 
take  final  action  on  the  Conference  Re¬ 
port,  I  should  like  to  bring  to  the  atten¬ 
tion  of  the  Senate  and  of  the  Floor  Man¬ 
ager  a  matter  relating  to  the  adminis¬ 
tration  of  our  tax  laws.  Over  a  period  of  • 
years,  I  have  received  numerous  com¬ 
plaints  from  taxpayers  regUrding  incon¬ 
sistency  in  the  handling  of  income  tax 
returns.  Many  of  my  constituents  have 
Written  that  returns  which  have  been 
aodited  and  accepted  over  a  period  of 
years  are  subsequently  rejected,  al- : 
though  no  substantial  change  has  oc¬ 
curred. 

.Recently,  my. attention  was  directed  to 
a  case  involving  depreciation  rates.  Let 
me  illustrate  by  citing  the  experience  of 
one  Maryland  corporation.  The  cor- 
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poration’s  returns  for  the  years  1952-53 
and  1954  were  examined;  and  in  the 
report,  dated  January  20,  1956,  no 

change  was  made  in  rates  of  deprecia¬ 
tion.  Thus,  the  rates  applied  by  the  cor¬ 
poration  were  accepted.  Subsequently, 
the  returns  of  the  same  company  for  the 
years  1960  and  1961  were  examined;  and 
in  the  examiner’s  report,  dated  May  24, 
1963,  the  rates  of  depreciation  were 
changed  on  the  apartment  buildings 
from  4  percent  to  2  percent,  or  from  25 
years  to  50  years;  and  the  rates  on 
equipment  were  changed  from  6%  per¬ 
cent  to  4  percent,  or  from  15  years  to 
25  years.  This  was  in  spite  of  the  fact 
that  the  original  rate  had  been  approved 
for  all  years  prior  to  1960. 

This  depreciation  case,  it  seems  to  me, 
reflects  procedures  contrary  to  our  in¬ 
tention  in  the  enactment  of  the  tax  laws. 
Mr.  President,  I  believe  that  a  taxpayer 
should  have  some  assurance  that  the 
rulings  of  the  Internal  Revenue  Service 
will  be  binding  and  applicable  to  future 
returns. 

The  enforcement  of  our  tax  laws  is 
expensive  to  both  the  Government  and 
individual  taxpayers.  I  hope  the  Inter¬ 
nal  Revenue  Service  will  look  into  this 
matter  and  will  adopt  procedures  by 
which  taxpayers  can  be  sure  of  some 
finality  in  decisions  rendered  affecting 
individual  tax  returns. 

Does  the  Senator  from  Louisiana  wish . 
to  comment  on  that  point? 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  I  do  not  believe  this  matter  was  in 
conference. 

I  have  great  sympathy  with  the  state¬ 
ment  of  the  Senator  from  Maryland  in 
connection  with  this  matter,  and  I  hope 
very  much  that  perhaps  at  a  future  time 
we  may  find  some  way  by  means  of  which 
we  can  legislatively  require  more  definite¬ 
ness  and  more  consistency  in  the  rulings 
of  the  Internal  Revenue  Service.  I  have 
not  been  able  to  find  a  way  in  which  to 
correct  that  siutation,  but  I  invite  the 
help  of  the  Senator  from  Maryland  in 
that  field.  Businessmen  are  entitled  to 
know  where  they  stand. 

Mr.  BEALL.  I  feel  that  the  rulings 
and  decisions  should  be  consistent. 

Mr.  LONG  of  Louisiana.  I  agree  with 
the  Senator.  I  hope  he  will  give  us  his 
best  advice  as  to  ways  in  which  we  can 
meet  that  situation  in  the  future.  I, 
myself,  have  received  similar  complaints. 

Mr.  BEALL.  I  thank  the  Senator 
from  Louisiana. 

Mr.  LONG  of  Louisiana.  I  thank  the 
Senator  from  Maryland. 

Mr.  RANDOLPH.  Mr.  President,  will 
the  Senator  from  Louisiana  yield? 

Mr.  LONG  of  Louisiana.  I  yield. 

Mr.  RANDOLPH.  The  Senate  con¬ 


ferees  receded  on  an  amendment  which 
was  adopted  by  the  Senate  and  had  to 
do  with  water  pollution  or  air  pollution, 
in  the  sense  that  facilities  or  equipment 
to  control  water  or  air  pollution  would 
have  qualified  for  a  credit  against  in¬ 
come  tax  twice  the  amount  determined 
under  the  section  of  the  code  relating  to 
investment  in  certain  depreciable  prop¬ 
erty. 

The  Senator  from  Louisiana  will  recall 
that  a  yea-and-nay  vote  was  not  taken 
on  this  Senate  amendment;  but  the 
acceptance  of  the  amendment  by  the 
Senate,  together  with  the  fact  that  it 
was  sponsored  by  approximately  25  Sen¬ 
ators,  indicated  that  the  matter  was 
considered  to  be  of  very  great  impor¬ 
tance. 

Frankly,  I  feel  that  the  conference 
report  should  have  included  the  provi¬ 
sions  set  forth  in  amendment  No.  203,  as 
adopted  by  the  Senate. 

Let  me  ask:  What  was  the  discussion 
on  this  amendment  in  the  conference 
committee,  and  what  was  the  reasoning 
of  the  committee  concerning  this 
amendment? 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  the  position  of  the  House  conferees 
was  that  this  is  a  very  large  subject,  and 
undoubtedly  will  be  dealt  with  in  the 
field  of  legislation,  both  in  connection 
with  authorization  bills  and  appropria¬ 
tion  bills,  and  perhaps  tax  bills.  But 
the  xview  of  the  conferees  was  that  this 
matter  had  not  been  studied  by  either 
the  Senate  committee  or  the  House  com¬ 
mittee;  and  the  House  conferees  felt 
that  the  matter  should  be  studied  in 
greater  detail  and  in  connection  with 
other  measures  which  undoubtedly  will 
be  enacted  by  Congress  in  order  to  seek 
to  provide  some  correction  of  the  pollu¬ 
tion  situation  which  exists  in  the 
country. 

I  agree  with  the  Senator  from  West 
Virginia  that  Congress  should  act  in  this 
field. 

Mr.  RANDOLPH.  Then  I  understand 
that  I  can  be  assured — as  other  Senators 
who  also  are  interested  in  this  subject 
would  wish  to  be  assured — that  the  con¬ 
ferees  do  consider  this  to  be  an  impor¬ 
tant  problem. 

Our  Special  Subcomittee  on  Air  and 
Water  Pollution  of  the  Committee  on 
Public  Works  has  been  finding  the  ex¬ 
istence  of  conditions  which,  in  some  in¬ 
stances,  are  tragic. 

Last  week  we  investigated  a  situa¬ 
tion  in  which  we  found  that  in  one 
county  in  one  State  there  were  30,000  less 
head  of  livestock  than  there  had  been 
just  6  or  7  years  ago;  and  it  was  said 
this  condition  is  due  to  certain  industrial 
acids  polluting  the  air. 

We  do  not  allege  or  imply  that  the  in- 


dustries  concerned  are  not  trying  to  cor-"' 
rect  this  situation.  In  fact,  many  of  : 
them  are  spending  millions  and  millions  [ 
of  dollars  to  do  so.  However,  the  prob-  j 
lem  and  its  implications  are  very  com-  , 
plex  and  very  important.  I  understand  I 
that  the  conferees  feel  that  this  whole  i 
pollution  problem  is  a  matter  of  concern 
for  the  Congress  to  approach  again  in 
the  very  near  future.  Is  that  correct? 

Mr.  LONG  of  Louisiana.  So  far  as  I, 
know,  this  is  the  first  time  this  matter 
was  presented  to  those  who  serve  on  the 
House  Ways  and  Means  Committee.  So 
far  as  I  know,  they  were  not  satisfied  that 
this  is  the  best  approach  to  the  matter. 
But  the  Senator  from  West  Virginia  him¬ 
self  is  well  aware  of  the  fact  that  even 
those  who  initiate  a  proposal  sometimes 
see  it  eventually  become  law  with  the 
name  of  some  other  sponsor  placed  on 
the  law  as  the  chief  sponsor,  and  perhaps 
with  a  Member  of  the  House  as  the  spon¬ 
sor,  because  revenue  measures  must 
originate  in  the  Hous,e.  ■  / 

As  I  have  said,  although  the  House 
conferees  did  accept  the  great  majority 
of  the  Senate's  proposals,  yet  in  view  ; 
of  the  fact  that  our  committee  had  not  ; 
had  an  opportunity  to  conduct  hearings 
on  this  subject  and  the  House  commit-.; 
tee  had  not  conducted  hearings  on  it, 
the  House  conferees  were  not  willing 
to  accept  this  amendment. 

But  I  have  no  doubt  that  we  shall 
make  headway  in  this  field,  and  that  - 
this  approach  will  be  considered  again, 
and  that  sooner  or  later  the  House  will  ■ 
either  send  us  a  measure  dealing  di-  * 
rectly  with  this  field  or  will  accept  p,  ; 
tax  approach  in  line  with  the  one  the 
Senator  from  West  Virginia  has  joined  in  < 
sponsoring.  *  j 

Mr.  RANDOLPH.  I  thank  the  Senator  * 
from  Louisiana  for  the  explanation  he 
has  given. 

It  is  gratifying  that  this  matter  was  ; 
discussed  in  the  conference.  This  prob-  , 
lem  must  be  met.  Ample  tax  credit 
should  be  accorded  industries  which  are  | 
attempting  to  accomplish  pollution  j 
abatement  by  making  huge  capital  in-  J 
vestments  in  facilities  and  equipment  •] 
which  do  not  add  value  to  goods  pro-  i 
duced,  and  the  costs  of  which  must  be  \ 
absorbed  in  production  expenses. 

Mr.  LONG  of  Louisiana.  I  thank  the  1 
Senator  from  West  Virginia;  and  I  join  ' 
in  his  expression  of  hope  that  this  ef-  1 
fort  will  lead  to  constructive  action  on  < 
a  private-enterprise  basis.  So  far  as  I  j 

know,  this  is  the  first  time  an  amend-  | 
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ment  dealing  with  pollution  control  has 
been  before  the  Finance  Committee. 


Mr.  CARLSON.  Mr.  President,  I  do 
not  wish  to  detain  the  Senate.  How¬ 
ever,  in  view  of  the  unanimous-consent 
agreement  that  was  reached  earlier  to¬ 
day,  this  is  the  only  opportunity  a  Sena¬ 
tor  has  to  express  his  views  on  the  con¬ 
ference  report  on  the  tax  bill,  inasmuch 
as  a  vote  will  be  taken  almost  imme: 
diately  after  the  session  convenes  to¬ 
morrow. 

As  a  member  of  the  conference  com¬ 
mittee  I  signed  the  conference  report. 
We  are  all  indebted  to  the  distinguished 
Senator  from  Louisiana  [Mr.  Long]  for 
the  fine  way  in  which  he  handled  the  bill 
on  the  floor  of  the  Senate  and  also  in 
the  way  in  which  he  assisted  in  writing 
the  report  of  the  committee. 

I  shall  vote  for  the  conference  report 
because  I  believe  taxes,  both  personal 
and  corporate,  are  too  high. 

I  question  very  seriously  whether  the 
bill  as  it  now  stands  will  make  a  lasting 
and  strong  impact  on  unemployment.. 
To  cut  taxes  at  a  time  of  heavy  budg¬ 
etary  deficits  and  an  increasing  rate  of 
spending  may  temporarily  produce  fa¬ 
vorable  results  in  the  economy,  but  it 
seems  to  me  in  the  long  run  it  will  prove 
self-defeating. 

I  fully  realize  there  is  a  difference  of 
opinion  as  to  whether  an  effective  tax 
reduction  should  aim  to  strengthen  con¬ 
sumer  purchasing  power  or  whether  our , 
tax  laws  should  be  so  written  as  to  pro¬ 
vide  additional  incentive  for  investment 
in  industrial  plant  expansion. 

When  we  look  at  what  has  happened 
since  1956 — when  the  rise  in  unemploy¬ 
ment  started  and  which  is  still  plaguing 
us — we  find  that  the  lag  was  not  in  per¬ 
sonal  consumption — it  was  not  in  per- 
sonal  income  and  it  was  not  in  labor  in¬ 
come,  which  has  continued  to  increase. 
£)uring  that  period  corporate  profits  . 
actually  declined,  as  did  expenditures 
for  new  plant  and  equipment  if  con¬ 
verted  into  constant  dollars. 

I  am  fearful  that  the  substantial  tax 
reduction  we  are  giving  consumers — 
which  I  favor — will  not  greatly  expand 
our  industrial  growth. 

The  second  reason  why  I  believe  we 
may  not  receive  beneficial  results  from 
this  tax  reduction  is  the  ever-increasing- 
rise  ii>  the  Consumer  Price  Index.  Last 
year  the  Consumer  Price  Index  rose  1.7 
percent.  The  increase  was  somewhat 
greater  than  in  1961  and  1962,  though 
about  equal  to 'the  advances  registered  in 
the  2  preceding  years. 

Some  economists  have  stated  that  a 
2  percent  rise  in  price  spread  through- 
out  the  economy  would  wipe  out  all  the 
increased  deraand_.that  the  tax  cut  is 
designed  to"  create.  We  cannot  ignore 
the  threat  of  'inflation.  If  inflation 
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worked  out  evenly,  there  would  be  a  pro¬ 
portionate  income  tax  and  capital  levy 
on  rich  and  poor  alike.  It  never  works 
out  evenly,  but  falls  on  those  least  able 
to  protect  themselves. 

-  do  not  want  to  appear  as  a  prophet, 
but  neither  do  I  want  to  vote  for  this 
conference  report  without  stating  that 
in  my  opinion,  it  will  not  greatly  reduce 
unemployment.  It  will  bring  about  in¬ 
creased  'costs  to  the  consumer  and 
thereby  greatly  reduce  the  benefits  of  the 
proposed  cut. 

If  this  tax  cut  fails  to  greatly  reduce 
our  unemployment,  next  year  we  will  be 
confronted  with  demands  for  expendi¬ 
tures  of  billions  of  dollars  for  public 
works,  which  will  result  in  further  fiscal 
irresponsibility. 

As  I  stated  in  the  beginning,  I  am  vot¬ 
ing  for  this  conference  report  because  I 
believe  both  personal  and  corporate 
taxes  are  too  high,  but  I  have  no  illu¬ 
sions  of  the  effect  on  our  Nation’s  econ¬ 
omy. 

Mr.  McCLELLAN.  Mr.  President, 
during  the  debate  on  the  tax  reduction 
bill,  I  offered  an  amendment  which 
would  have  related  a  tax  cut  to  a  limit 
on  Federal  spending.  Although  the 
amendment  failed  of  passage,  I  remain 
convinced  that  the  problem  of  Federal 
expenditures  and  budget  deficits  is  one  of 
the  most  serious  domestic  problems  con¬ 
fronting  the  United  States  today.  In 
the  February  18  issue  of  the  Wall  Street 
Journal,  the  lead  editorial  discussed  this 
problem  and  suggested  that  Congress  set 
a  dollars  and  cents  limit  on  what  can 
actually  be  spent  in  a  fiscal  year.  The 
editorial  also  pointed  out  the  necessity 
for  relating  spending  legislation  to  tax¬ 
ing  legislation.  I  ask  unanimous  con¬ 
sent  that  this  editorial  be  inserted  in  the 
Record  at  this  point. 

There  being  no  objection,  the  editorial 
was  ordered  to  be  printed  in  the  Record, 
as  follows: 

Having  It  Both  Ways 

Federal  budget  projections  are  by  nature 
highly  conjectural:  No  one  can  claim  to 
know  whether  President  Johnson  will  suc¬ 
ceed  in  holding  spending  to  the  slightly  less 
than  $98  billion  he  estimates  for  the  next 
fiscal  year.  But  even  with  grim  determina¬ 
tion  on  his  part,  congressional  procedures 
are  so  sloppy  that  anything  can  happen  to 
the  fiscal  guesswork. 

Congress  is  much  criticized  these  days  for 
alleged  lethargy;  actually,  the  speed  with 
which  it  is  now  acting  on  taxes  and  civil 
rights  shows  the  charges  are  largely  mis¬ 
directed.  In  the  way  it  handles  the  people’s 
books,  however,  criticism  is  justified;  Con¬ 
gress  is  woefully  delinquent. 

As  a  new  study  by  the  Tax  Foundation, 
called  “Controlling  Federal  Expenditures,” 
observes,  the  present  system  permits  the  law¬ 
maker  to  have  it  both  ways.  He  can  be  in 
favor  of  economy  in  theory  and  still  vote. 


for  particular  spending  authorizations  “with¬ 
out  having  to  face,  in  a  clear-cut  fashion, 
the  overall  fiscal  consequences  of  the  total 
of  all  of  these  actions.” 

Now  if  the  men  on  Capitol  Hill'  are  deter¬ 
mined  to  spend  like  crazy  no  matter  what, 
then  it  is  fairly  idle  to  talk  about  improv¬ 
ing  the  procedures.  In  fact,  the  situation 
isn’t  all  that  bad.  Even  in  the  chaotic  cir¬ 
cumstances  that  prevail  Congress  carved  a 
respectable  sum  out  of  the  appropriations 
requested  for  the  current  fiscal  period. 
Setting  up  a  better  system  could  certainly  be 
expected  to  aid  that  effort. 

Unfortunately,  as  it  is  now,  reducing  re¬ 
quested  appropriations  is  not  the  equivalent 
of  controling  expenditures.  In  part  the 
trouble  is  that  many  appropriations  cover 
not  only  the  fiscal  year  in  question  but  run 
into  later  years  as  well.  This  is  more  or  less 
unavoidable,  because  some  items — a  weapons 
system,  for  example — take  more  than  a  year 
to  develop.  • 

That  necessity  should  not  leave  Congress 
powerless  to  control  spending.  A  simple 
and  perfectly  feasible  corrective  would  be  for 

Congress  to  set  a  dollars-and-cents  limit  on 
what  can  actually  be  spent  in  a  fiscal  year. 
Such  a  change,  in  turn,  would  require  Con¬ 
gress  to  review  the  budget  as  a  whole;  to  de¬ 
termine,  among  other  questions,  what  is  the 
cost  impact  of  defense  in  relation  to  welfare 
spending. 

What  other  changes  could  be  made  for  bet¬ 
ter  money  handling? 

The  legislators  could  and  should  put  an 
end  to  so-called  backdoor  financing,  the  pro¬ 
cedure  which  lets  Government  agencies 
spend  public  funds  without  benefit  of  the 
appropriations  committees.  You  might  sup¬ 
pose  this  improvement  would  appoal  to  the 
members  of  Congress,  who  are  ordinarily 
Jealous  of  their  prerogatives. 

And  despite  that  understandable  attitude, 
Congress  should  finally  consider  giving  the 
President  the  privilege  of  item  veto. 
Through  that  device  he  could  strike  out  par¬ 
ticular  parts  of  an  appropriations  bill,  in¬ 
stead  of  having  to  veto  the  whole  measure  if 
he  objects  to  any  portion  of  it.  The  item 
veto  could  make  an  important  contribution 
to  the  so  far  unsuccessful  war  against  the 
pork  barrel.  /..  /  • 

Not  least,  Congress  should  relate  its  spend¬ 
ing  legislation  to  its  taxing  legislation.  The 
relationship  seems  so  elementary  that  it  is 
little  short  of  incredible  to  find  the  lawmak¬ 
ers  exercising  each  function  as  though  it 
were  in  a  vacuum. 

These  are  by  no  means  all  the  possibilities 
that  have  been  suggested,  but  they  indi¬ 
cate  how  much  more  Congress  needs  to  do  to 
inaugurate  a  rational  accounting  system. 
Like  much  else  in  Government,  the  present 
system,  or  lack  of  one,  just  grew  haphaz¬ 
ardly  through  the  years,  without  anyone 
really  trying  to  pull  the  whole  thing  to¬ 
gether. 

When  the  Federal  Establishment  was 
spending  only  a  few  millions  a  year— except 
for  one  Civil  War  year,  1917  saw  the  first 
budget  over  a  billion — the  fiscal  sloppiness 
did  not  matter  so  much.  In  an  era  of  $100 
billion  budgets,  it  matters  a  great  deal. 

The  lawmakers  may  enjoy  being  in  favor 
of  economy  in  theory  and  extravagance  in 
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practice.  But  it  Is  grossly  unfair  to  the  citi¬ 
zens  who  havo  to  foot  the  bill  for  wasteful 
bookkeeping. 

Air.  -McCLELLAN.  M l*.  President, 
while  I  have  been  gratified  at  the  Presi¬ 
dent’s  eilorts  to  achieve  economy  in  Gov¬ 
ernment,  I  have  serious  reservations 
about  the  fiscal  year  1965  budget  which 
was  submitted  recently.  Mr.  Lloyd  Mo¬ 
rey,  former  State  auditor  of  Illinois  and 
professor  of  accounting  at  the  University 
of  Illinois,  analyzed  the  1965  Federal 
budget  in  the  February  16  issue  of  the 
Chicago  Tribune.  I  share  some  of  many 
of  Mi\  Morey’s  apprehensions,  and  I  feel 
that  the  Members  of  this  body  would 
profit  from  a  reading  of  Mr.  Morey's 
analysis  of  the  budget.  I  ask  unanimous 
consent  that  his  article  be  inserted  in  the 
Record  at  this  point. 

There  being  no  objection,  the  article 
was  ordered  to  be  printed  in  the  Record, 
as  follows:  ,  > 

The  1965  Federal  Budget 

Pompano  Beach,  Fla.,  February  11. — The 
American  people  havo  Just  been  presented 
with  a  financial  program  for  their  Federal 
Government  for  the  fiscal  year  19G5,  begin¬ 
ning  next  July  1.  The  wcrd6  “frugality.” 
"austerity,”  "economy,”  and  "realistic”  have 
been  used  frequently  in  describing  it.  It  is 
said  to  represent  a  heavy  cut  in  spending.  Do 
the  facts  justify  these  claims? 

Appropriations  are  requested  for  expendi¬ 
tures  totaling  $97.9  billion.  Thl6  is  com¬ 
mended  as  being  $900  million  less  than  re¬ 
quested  for  fiscal  1964.  But  to  date  Congress 
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has  appropriated  only  $92.4  billion  for  this 
year.  Hence,  the  new  budget  is  $5.6  billion 
greater  than  current  spending  authority. 
The  President  says  he  estimates  the  expendi¬ 
tures  for  this  year  to  be  $98.4  billion.  But  if 
this  is  the  case,  the  added  sum  must  come 
from  balances  carried  over  from  previous 
years,  unless  Congress  makes  additions. 

Actual  expenditures  in  fiscal  1963  were  only 
$92.6  billion.  The  requested  budget  is  $5.3 
billion  more  than  it  took  to  run  the  Govern¬ 
ment  the  last  completed  full  year.  True, 
there  are  several  areas  where  reductions  axe 
indicated.  But  in  several  of  those,  including 
defense,  the  request  is  for  more  than  was  ac¬ 
tually  required  in  1963  or  appropriated  to 
date  for  1064.  These  reductions  are  largely 
offset  by  increases  elsewhere;  for  example* 
space  operations,  public  works,  education, 
welfare,  and,  of  course.  Interest,  because  debt 
will  Increase. 

Actually,  the  drastic  cutting  of  the 
budget  is  mainly  in  the  requests  of  agen¬ 
cies,  and  not  in  current  costs.  The  total  is 
only  a  little  less  than  the  current  scale  of 
spending,  and  more  than  currently  appro¬ 
priated.  The  public  is  asked  to  believe  that 
a  substantial  reduction  has  been  made  be¬ 
cause  the  final  budget  is  less  than  the  earlier 
forecast  of  $100  billion. 

Revenue  is  estimated  at  $93  billion.  This 
is  $6.6  billion  more  than  in  the  last  com¬ 
pleted  fiscal  year  1963  and  $4.6  billion  more 
than  now  estimated  for  1964.  It  faces  a  $11 


,  “billion  tax  cut  for  calendar  1964.  The  orig¬ 
inal  budget  for  1963  estimated  revenue  at  $93 
billion,  although  actual  revenue  was  only 
$86.4  billion.  To  expect  $93  billion  in  1965 
seems  highly  optimistic. 

Again  there  is  an  expected  deficit  in  the 
midst  of  unprecedented  national  income, 
i  consumer  spending,  savings,  and  general 
.  prosperity.  A  balanced  budget  is  not  ac¬ 
complished.  Its  chances  are  decreased  by  a 
tax  cut  when  people  generally  are  able  to 
pay  and  when  the  Government  needs  the 
money,  all  in  the  uncertain  hope  of  increased 
<  prosperity. 

The  deficit  is  praised  because  it  is  less — 
$1.4  billion  under  1963  and  $5.1  billion  under 
what  the  President  says  he  expects  to  spend 
in  fiscal  1964.  But  it  is  only  $900  million 
less  than  the  deficit  in  the  1964  budget  as  it 
now  stands.  If  the  current  estimates  or 
revenues  are  no  better  than  those  in  1963, 
the  1965  deficit  may  be  much  greater  t.hnn 
the  present,  or  as  now  anticipated  for  1965, 
The  budget  is,  indeed,  a  small  step  in  the 
right  direction.  If  it  works  out.  But  the 
revenue  estimate  is  extremely  shaky,  and  ex¬ 
penditures  are  rarely  as  low  as  estimated. 
Hence,  we  are  likely  to  wind  up  worse  off 
than  we  are  now.  in  any  event,  there  is  an¬ 
other  big  deficit,  more  debt,  and  the  likely 
prospect  of  more  inflation  and  higher  living 
costs.  The  most  desirable  goals — a  balanced 
budget  and  debt  reduction — are  again  post¬ 
poned  to  the  distant  future. 

There  Is  little  here  to  justify  the  claims 
of  economy  and  fiscal  progress.  There  is  a 
great  deal  to  provoke  disappointment  and 
anxiety.  There  is  every  reason  to  call  for 
continued  effort  by  individual  taxpayers  and 
citizens’  organizations  to  insist  to  Members 
of  Congress  on  further  curtailment  of  Gov¬ 
ernment  costs,  and  to  cease  protesting  when 
cuts  are  proposed  which  affect  their  com¬ 
munities  and  activities. 

Lloyd  Morky. 

Mr.  McCLELLAN.  Mr.  President,  the 
February  17  issue  of  the  Arkansas  Demo¬ 
crat  contained  an  editorial  dealing  with 
the  issue  of  taxes  and  spending.  The 
editorial  raises  some  timely  questions.  I 
ask  unanimous  consent  that  it  be  insert¬ 
ed  in  the  Record,  at  this  point. 

There  being  no  objection,  the  editorial 
was  ordered  to  be  printed  in  the  Record, 
as  follows:  .. 

Will  Lasting  Ecoomy  Justify  Tax  Cut? 

Near  now  to  the  tax-blistered  citizen  is 
the  ointment  of  a  $11  billion  cut  in  Federal 
Income  taxes  on  individuals  and  corporations. 
The  bill,  OK’d  by  both  Houses,  has  gone  to 
a  conference  committee  for  ironing  out  dif¬ 
ferences  in  the  two  measures.  „  •  •- 

When  that’s  done,  the  two  Houses  must 
pass  the  committee’s  work.  This  should 
cause  no  great  delay — unless  the  conference 
bUl  should  foul  up  in  a  Senate  wrangle  in  the 
civil  rights  bill,  which  the  House  has  passed. 

A  Senate  filibuster  against  the  rights  bill, 
perhaps  for  weeks,  seems  virtually  sure. 

However,  parliamentary  tactics  may  hold 
up  the  rights  bill  in  the  Senate — which  Is 
90  percent  a  wrongs  .bill — till  the  tax-cut 
measure  Is  passed.  •  _ 
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President  Johnson  gave  the  tax  cut  its 
winning  stride  in  the  Senate  with  his  econ¬ 
omy  budget  and  his  promise  of  further  sav¬ 
ings.  It  will  take  some  lively  doing  on  liis 
part  to  make  economy  stick. 

He’ll  have  to  watch  the  Federal  bureaucracy 
like  a  Sosctch  terrier  studying  a  rathole.  And 
he  has  a  throng  of  foreign  and  domestic  prob¬ 
lems  to  distract  his  attention. 

Add  to  that  his  own  grist  of  proposals  for 
larger  spending.  Add  also  the  demands  of 
pressure  groups  and  the  bias  for  spending 
of  many  Congressmen.  It  all  stamps  a  tall 
question  mark  on  continued  economy,  which 
must  go  with  a  tax  cut  if  it  isn’t  to  be  more 
fuel  for  inflation. 

Mr.  McCLELLAN.  Finally,  Mr.  Presi¬ 
dent,  in  the  February  21  issue  of  the 
Arkansas  Democrat  is  an  article  by  Karr 
Shannon  entitled  “Tax  Cut,  Deficit 
Spending  Will  Down  Dollar’s  Value.”  I 
ask  that  excerpts  from  that  article  be 
inserted  in  the  Record  at  this  point  as 
a  part  of  my  remarks. 

There  being  no  objection,  the  excerpts 
were  ordered  to  be  printed  in  the  Record, 
as  follows : 

Tax  Cut,  Deficit  Spending  Will  Down 
Dollar’s  Value 
(By  Karr  Shannon) 

Congress  has  passed  the  Kennedy-Johnson 
tax  cut  proposal,  while  permitting  deficit 
spending  to  continue.  This  means  the  buy¬ 
ing  power  of  the  dollar  will  continue  down¬ 
ward.  James  Daniel  predicts  in  the  Reader’s 
Digest,  February  issue,  that  the  dollar  value 
will  dwindle  at  the  rate  of  1  y2  percent  per 
year  from  here  on  out.  He  says  the  increase 
in  cost  of  living  will  wipe  out  the  tax  cut 
savings  of  many  people. 

President  Johnson’s  •  *  *  budget  provides 
for  spending  $97.9  billion  in  the  fiscal  year 
beginning  next  July  1,  but  the  same  budget 
indicates  that  the  President  will  ask  for  an 
additional  $4.2  billion  in  supplemental  ap¬ 
propriations.  Deficit  spending  will  run  to  $5 
billion  or  more. 

His  budget  message  to  Congress  was  as  full 
of  optimism  as  a  seed  catalog.  He  dis¬ 
coursed  at  length  on  “economy  and  prog¬ 
ress”  and  his  “war  on  poverty.”  He  glorified 
his  vast  welfare  programs  along  with  rosy 
predictions  of  an  economy  braced  with  an 
$11  billion  tax  cut.  But  in  this  avalanche 
of  figures  and  outpouring  of  contradictions, 
he  gave  no  estimate  as  to  when  he  expects 
to  balance  the  budget. 

He  offered  no  plan  for  reducing  the  na¬ 
tional  debt  by  1  red  copper,  but  estimated 
that  the  debt  would  increase  to  $317  billion 
in  the  next  fiscal  year.  This  means  that, 
despite  the  tax  cut,  deficit  spending  and  bor¬ 
rowing  will  go  on  and  on,  speeding  our 
destination  down  the  road  to  ruin. 

It  is  reliably  reported  from  Washington 
that  interest  on  the  national  debt  next  year 
will  reach  the  staggering  figure  of  $11.1  bil¬ 
lion.  That  is,  we’ll  be  paying  an  average  of 
$1,267,080  per  day  for  interest — nothing  on 
the  principal.  This  runs  to  $21,119  per  min¬ 
ute.  It's  horrifying. 

•  •  •  •  • 


Mr.  McCLELLAN.  Mr.  President,  I 
voted  against  the  tax  bill,  not  because  I 
do  not  think  taxes  are  too  high.  I  do. 
But  I  think  spending  is  higher  than  taxes, 
and  we  ought  to  start  to  reduce  spending, 
first.  Let  us  reduce  expenditures  to  the 
level  of  taxes,  and  then  cut  both. 

Mr.  GORE.  Mr.  President,  the  Sen¬ 
ate  approaches  the  final  procedure  of  en¬ 
actment  of  an  unfair,  an  unsound,  and 
an  unwise  tax  bill.  If  it  could  be  suc¬ 
cessfully  argued  that  such  a  bill  would 
solve  so  much  as  one  of  the  pressing  prob¬ 
lems  of  our  society,  then  perhaps  one 
could  in  good  conscience  consider  sup¬ 
porting  it.  The  bill  will  not  solve  one 
single  pressing  problem  of  the  American 
people.  True,  it  will  provide  tax  reduc¬ 
tion  for  many,  but  only  a  very  small  re¬ 
duction  for  the  very  many,  and  a  very 
large  reduction  for  the  very  few. 

Much  has  been  said  in  the  last  2  days 
about  how  take-home  pay  will  he  in¬ 
creased  soon  by  the  enactment  of  the 
bill.  Let  those  who  dwell  upon  this  con¬ 
template  that  for  the  average  working 
man  or  woman,  the  increase  in  take- 
home  pay  will  be  only  4,  5.  or  6  percent — 
a  small  percentage  increase,  of  small 
amounts.  But  for  those  with  high  tax¬ 
able  income,  the  increase  in  take-home 
pay  will  run  to  as  high  as  100  percent — 
indeed,  to  as  high  as  134  percent,  a  high 
percentage  increase  of  large  amounts.  It 
appears  to  me  that  this  is  most  unfair. 

Mr.  President,  I  wish  to  advert  to  the 
pressing  problems  of  our  society.  What 
are  those  problems?  Is  it  for  greater  pro¬ 
ductive  capacity  for  automobiles,  or  for 
better  education?  Is  it  for  more  sky¬ 
scrapers,  or  for  more  hospitals?  Is  it  for 
increasing  after-tax  income,  doubling 
after-tax  income  for  those  in  the  high  in- 
3 come  brackets,  or  the  provision  of  jobs 
for  those  who  are  without  jobs  and  with¬ 
out  income? 

The  bill  makes  no  contribution  to  edu¬ 
cation,  no  contribution  to  hospitalization. 
It  makes  only  a  doubtful  contribution,  if 
any  at  all,  to  the  alleviation  of  unem¬ 
ployment.  It  makes  no  contribution  to 
slum  clearance,  to  the  elimination  of 
stream  pollution,  to  mass  transportation, 
to  the  completion  of  om*  higHway  system. 

What  will  the  bill  do?  It  will  increase 
the  deficit.  Its  enactment  will  require 
the  Government  to  sell  bonds,  thus  in¬ 
creasing  the  public  debt  in  order  to  give 
tax  reductions,  and  this,  Mr.  President, 
at  a  time  when  this  country  is  enjoying 
the  highest  prosperity  in  its  history. 
Statistics  have  just  been  released  for  the 
last  quarter  of  1963.  They  show  that 
the  gross  national  product  leaped  up¬ 
ward  by  more  than  $11  billion.  Yet  we 
proceed  to  enact  a  bill  to  insure  against 
recession  in  1964. 
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There  are  times  when  it  may  be  ad¬ 
visable  to  have  deficit  financing.  There 
have  beep  times  when  I  have  urged  it.  I 
am  not  one  who  thinks  we  should  bal¬ 
ance  the  budget  on  every  and  all  occa¬ 
sions.  Conversely,  however,  I  am  not 
one  of  those  who  thinks  we  should  never 
_  have  a  balanced  budget.  / 

What  will  the  bill  do?  Instead  of  ' 
solving  any  of  our  pressing  social  prob- 
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lcms,  this  measure  provides  for  a  perma¬ 
nent  reduction  in  governmental  revenue, 
a  permanent  reduction  in  the  percentage 
of  the  gross  national  product  which  will 
go  into  Government  revenue.  It  will, 
therefore,  permanently.  Impair  the  ca¬ 
pacity  of  the  Government  to  provide 
solutions. 

Of  course,  I  know  it  is  said  that  if  we 
reduce  taxes,  governmental  revenue  will 
increase.  Mr.  President,  with  the  growth 
the  country  now  is  enjoying,  govern¬ 
mental  revenue  may  very  well  increase 
after  the  enactment  of  this  measure,  but 
not  as  a  result  of  it.  Governmental  rev¬ 
enue  would  increase  far  more  without 
the  enactment  of  this  measure.  Indeed, 
the  statistics  for  the  last  quarter  of  1963 
indicate  that  we  may  be  in  a  period  of 
expansion  in  which,  without  the  enact¬ 
ment  of  this  measure,  the  budget  could 
be  balanced  in  the  next  fiscal  year — and 
even  more,  we  could  also  have  a  surplus, 
to  be  applied  either  to  retirement  of  the 
debt  or  to  alleviation  of  the  specific 
problems  to  which  I  have  referred. 

But.  Mr.  President,  this  battle  has 
been  lost,  although  I  did  the  very  best 
I  could  to  convince  the  Senate  of  the 
error  of  this  bill.  /; 

We  come  now  to  the  final  act— the 
question  of  agreeing  to  the  conference 
report.  I  shall  vote  against  acceptance 
of  the  conference  report.  I  could  not 
in  good  conscience  vote  for  adoption  of 
the  report,  which,  I  repeat,  is  unfair,  un¬ 
just,  undemocratic,  unwise,  and  un¬ 
sound. 

Even  so,  Mr.  President,  I  wish'  to  say 
a  word  of  commendation  of  the  Senate 
conferees.  I  think  they  acted  as  agents 
of  the  Senate,  and  did  so  conscientiously 
and  dutifully.  I  know  the  Senate  con-~  * 
ferees  vigorously  supported  positions  . 
taken  by  the  Senate  on  which  they  had 
previously,  as  individual  Senators,  taken 
an  opposite  position.  That  is  true  of 
the  distinguished  senior  Senator  from 
Virginia  [Mr.  Byrd],  the  chairman  of 
the  committee;  and  it  is  also  true  of  the 
distinguished  junior  Senator  from  Loui¬ 
siana  [Mr.  Long],  who  managed  the  bill 
on  the  floor  of  the  Senate.  Indeed,  I 
believe  it  to  be  true  of  every  one  of  the 
Senate  conferees,  in  one  case  or  another. 


This  is  an  improvement,  Mr.  President, 
over  the  action  of  some  Senate  conferees 
on  some  bills  in  previous  years;  and  I 
am  glad  to  see  it. 

Although  I  am  keenly  disappointed 
that  this  measure  is  to  be  enacted  into 
law,  I  take  some  small  consolation  from 
the  fact  that  the  conference  report  con¬ 
tains,  in  modified  form,  three  amend¬ 
ments  which  I  offered  either  in  the  com¬ 
mittee  or  on  the  floor  of  the  Senate; 
and  also  contains  a  fourth  Senate 
amendment  which  I  was  instrumental 
in  having  adopted,  and  on  which  a  sepa¬ 
rate  vote  was  taken  by  the  Senate;  and 
also  contains  a  fifth  amendment— that 
on  stock  options — which  I  am  con¬ 
strained  to  believe  may  have  flowed  in 
part  from  a  3 -year  fight  I  have  waged  on 
txris  provision  of  tax  preference. 

Let  me  refer  to  the  three  amendments 
in  this  measure  which  I  offered. 

I  refer  first,  to  the  amendment  limit¬ 
ing  the  so-called  unlimited  charitable 
deduction  for  contributions  to  private 
foundations.  The  Senate  conferees  un¬ 
dertook  to  persuade  the  House  conferees 
to  accept  the  amendment  as  it  had  been 
approved  by  the  Senate  Finance  Com¬ 
mittee  and  adopted  by  the  Senate  itself. 
Our  conferees  found  it  necessary  to 
compromise.  I  do  not  think  the  com¬ 
promise  version  goes  as  far  as  it  should. 
Indeed,  I  did  not  think  even  my  amend¬ 
ment  went  as  far  as  it  should.  But  the 
compromise  is  a  significant  first  step  in 
the  surveillance  by  the  Treasury  Depart¬ 
ment  of  private  foundations  and  trusts; 
it  is  a  significant  first  step  in  what  I  hope 
will  be  the  ultimate  correction  of  this 
provision  of  gross  tax  abuse. 

Mr.  President,  I  suggest  that  if  it  be 
sound — as  both  the  Senate  conferees  and 
the  House  conferees  now  recommend  to 
us — to  hold  that  a  private  foundation 
which  serves  either  the  personal  inter¬ 
est  of  a  taxpayer  or  the  interest  of  his 
descendants  is  not  eligible  for  an  un¬ 
limited  charitable  contribution  deduc¬ 
tion,  why  should  such  a  foundation  be 
eligible  for  the  30-percent  ceiling  on  the 
deduction  for  so-called  charitable  con¬ 
tributions?  Is  it  charity,  Mr.  President, 
when  a  rich  taxpayer  receives  a  tax 
deduction  for  a  contribution  to  a  foun¬ 
dation  from  which  either  he  or  his  chil¬ 
dren  or  his  grandfather  receives  large 
benefits,  and  sometimes  almost  the  en¬ 
tire  benefit?  So,  Mr.  President,  I  am 
suggesting  that  we  have  made  a  good 
first  step;  and  we  need  to  make  many 
more.  /\  h  r  -  % 

I  am  also  pleased  to  note  that  after 
a  discussion  of  this  subject,  which  I 
raised  in  executive  session  of  the  Sen¬ 
ate  Finance  Committee,  the  Senate  Fi¬ 
nance  Committee  unanimously  adopted 
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a  resolution  directing  the  initiation  of  a 
thorough  going  study,  by  the  Treasury 
Department  and  by  the  committee,  of 
foundations  and  trusts. 

Building  upon  that  first  step,  and  ben¬ 
efiting  by  the  studies  which  are  to  ensue, 
perhaps  there  is  hope  that  we  can  move 
yet  more  beneficially  in  this  field. 

A  second  amendment  which  I  offered 
in  the  committee  is  now  in  the  confer¬ 
ence  report,  though  again  in  modified 
form.  I  refer  to  the  limitation  upon  the 
benefits  from  employer  contribution  to 
group  term  life  insurance  which  can  be 
tax  free  to  the  employee.  I  shall  not 
dwell  on  that  point  at  length.  Suffice  it 
to  say  that  under  present  law,  there  is  no 
limit.  The  Treasury  told  us  of  instances 
in  which  officers  of  corporations  were 
beneficiaries  of  insurance  policies  run¬ 
ning  as  high  as  $900,000,  the  benefit  be¬ 
ing  tax  free  to  them. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  will  the  Senator  yield? 

Mr.  GORE.  I  yield. 

Mr.  LONG  of  Louisiana.  I  am  sure 
the  Senator  would  like  to  have  the  limit 
below  $50,000,  but  the  Senator  recalls 
that  at  one  time  in  the  committee  he 
himself  offered  the  $50,000  figure  as  a 
compromise  between  the  Senate  and  the 
House.  /\  /  / 

Mr.  GORE.  I  thank  the  Senator. 
That  is  true.  I  thought  the  $50,000  limit 
was  too  high.  But  I  thought  some  limit 
was  better  than  no  limit.  My  amend¬ 
ment  placing  a  $50,000  ceiling. on  the 
policies  was  at  one  time  adopted  in  the 
committee.  The  following  day  the 
amount  was  raised  to  $70,000.  The  con¬ 
ference  has  brought  back  the  figure  of 
$50,000. 

The  provision  is  a  new  form  of  com-  I 
pensation  which,  by  the  enactment  of 
the  conference  report,  will  be  recognized 
in  law.  That  compensation  will  be  tax 
free  to  the  extent  of  the  premiums  on 
policies  with  a  limitation  of  $50,000. 
The  Treasury  recommended  a  ceiling  of 
$5,000.  So  Senators  can  measure  the 
result  achieved  in  that  regard. 

The  third  amendment  which  I  offered 
that  appears  in  the  conference  report  in 
modified  form  relates  to  the  preferential 
tax  treatment  of  income  earned  in  for- 
eign  eountries.  That  provision  has  been 
the  subject  of  another  long  fight.  /v 

Last  year  about  50  percent  of  the  goals 
which  I  had  sought  were  enacted  into 
law.  The  provision  in  the  pending  bill 
is  but  a  small  improvement  upon  those. 
The  pending  conference  report  deals 
only  with  tax  exemption  of  personal  in¬ 
come  earned  abroad.  The  bill  enacted 
last  year  dealt  with  corporate  taxes  on 
income  earned  abroad  as  well  as  personal 
income  earned  abroad. 

I  should  like  to  compliment  the  con¬ 


ferees  particularly  upon  securing  adop¬ 
tion  of  the  Senate  position  on  capital 
gains.  That  feature  of  the  report  rep¬ 
resents  no  improvement  on  present  law. 

It  represents  no  tax  reform.  Many  types 
of  income  are  now  considered  as  capital 
income  which  in  my  view  should  be  con¬ 
sidered  ordinary  income.  In  my  view 
the  capital  gains  rate  in  present  law  is* 
too  low.  But  the  House  of  Representa¬ 
tives  had  made  a  drastic  reduction  in 
_  the  already  preferential  treatment  of 
~  genuine  capital  gains  income  as  well  as 
the  statutory  capital  gains  income. 
That  was  the  worst  single  provision  in 
the  bill  as  it  came  to  the  Senate, 
j  The  junior  Senator  from  Louisiana 
.  •  [Mr.  Long]  earlier  referred  to  the  fact 
that  we  had  a  separate  yea-and-nay  vote 
on  the  amendment  years  ago.  That  was 
a  move  which  I  sought,  and  we  ;.t  ruck 
.  out  the  House  provision  by  a  vote  of 
more  than  2  to  1.  /\  >,  j-  Z-' 

At  this  point  I  believe  it  should  be 
stated  that  less  than  half  of  the  con-  ’ 
ferees  representing  the  Senate  had  voted 
in  favor  of  the  Senate  position  on  the 
floor  of  the  Senate  and  in  the  committee. 

But,  Mr.  President,  to  the  credit  of  the 
Senate  conferees,  they  were  agents  of  the 
Senate  and  the  position  of  the  Senate 
and  unanimously  supported  the  Senate 
position.  That  I  appreciate.  It  was  an 
important  victory  for  the  Senate.  How¬ 
ever,  as  I  have  said,  the  provision  will 
.  merely  hold  what  we  have  in  present  law, 
though  not  quite.  We  should  have  been 
going  in  the  other  direction,  removing 
from  prefex*ential  capital  gains  treat¬ 
ment  many  categories  of  income  which 
are  not  true  capital  gains  at  all,  but  more 
realistically  ordinary  income. 

I  have  already  alluded  to  the  provision 
in  the  bill  relating  to  restricted  stock  op¬ 
tions.  Though  it  is  not  as  much  as  I  had 
sought,  nor  as  much  as  I  shall  continue 
to  seek,  in  my  opinion  it  will  go  a  long 
■’  way  toward  curbing  the  abuse  of  that 
•provision  of  the  tax  law.  The  resti'icted 
stock  option  for  key  employees  of  cor-_ 
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porations  is  compensation  as  truly  as  is 
the  salary  or  the  bonus.  Therefore,  to 
‘set  that  particular  form  of  compensa¬ 
tion  apart  for  specialized  and  preferen¬ 
tial  tax  treatment  is  an  unfair  provision 
of  the  law. 

Mr.  President,  on  tomorrow  the  final 
vote  will  be  had,  and  the  bill  will  then  go 
to  the  President  to  be  signed  into  law. 
Before  the  vote  is  taken,  let  it  be  noted 
that  the  gross  national  product  is  now, 
according  to  statistics  just  released, 
growing  rapidly.  We  are  at  a  peak  of 
prosperity.  Lest  the  advocates  of  the 
bill  claim  that  further  growth,  which  is 
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now  clearly  indicated  with  or  without 
the  bill,  will  flow  from  enactment  of  the 
bill,  I  want  the  Record  to  show  the  rate 
of  growth  which  we  are  now  enjoying. 
But  let  the  Record  show  also  that,  while 
this  rate  of  growth  is  being  achieved,  we 
have  the  paradox  of  much  unemploy¬ 
ment — prosperity  and  poverty  together — 
unemployment  and  record  production, 
want  and  wealth  side  by  side. 

It  may  well  be  that  enactment  of  the 
pending  bill  will  provide  further  stimu¬ 
lation  of  productive  capacity.  But  I 
close  by  asking  if  that  is  a  pressing  need. 
Where  is  there  a  shortage  of  productive 
capacity? 

Enactment  of  this  bill  perhaps  is  char¬ 
acteristic  of  our  time,  when  material 
values  rather  than  cultural  and  moral 
values  are  a  measure  of  life. 

Perhaps  some  day  we'  will  have  a  re¬ 
assessment  of  our  values  and  realize  that 
the  long-term  challenge  to  this  Nation 
is  not  in  materialism,  but  in  the  quality 
of  education,  in  the  measure  of  human 
kindness  to  our  fellow  man,  in  the  equal¬ 
ity  of  freedom  and  opportunity,  in  the 
degree  to  which  we  wage  war  on  poverty, 
injustice,  ignorance,  projudice,  and  dis¬ 
crimination. 

This  bill  can  be  no  part  of  a  war  on 
poverty.  Passage  of  the  bill  strips  from 
the  Government  the  ammunition  with 
which  to  wage  a  successful  war  on 
poverty. 

Just  yesterday  the  Secretary  of  Labor 
was  urging  that  children  be  kept  in 
school  2  more  years,  and  yet  the  exemp¬ 
tion  for  the  parents  of  those  children 
remains  at  only  $600.  We  are  told  of 
vast  needs  in  Appalachia,  of  hordes  of 
youth  without  skills  or  vocational  educa¬ 
tion,  of  pressing  need  for  community  fa¬ 
cilities,  housing  and  jobs,  yet  we  proceed 
pell  mell  to  cut  drastically  governmental 
revenue. 

Yes,  I  regret  that  the  bill  is  to  become 
law,  but  one  must  know  when  he  is  de¬ 
feated,  when  the  last  shot  is  fired,  with 
respect  to  a  pending  bill.  But  the  war 
on  injustice,  the  war  on  social  injustice, 
on  poverty,  on  disease,  on  ignorance,  on 
sickness,  on  lack  of  opportunity,  on  lack 
of  employment  will  go  on.  We  will  feel 
the  need,  however,  of  the  ammunition 
which  we  by  this  bill  give  away. 

Mr.  DIRKSEN.  Mr.  President,  first  of 
all  I  compliment  the  distinguished  Sen¬ 
ator  from  Virginia  [Mr.  Byrd].  I  recall 
the  discussion  and  rumors  that  floated 
around  for  a  long  time  to  the  effect  that 
the  Senate  Committee  on  Finance  was 
going  to  be  dilatory  and  not  expedite  ac¬ 
tion  on  the  tax  bill.  I  think  it  was 
quickly  discovered,  when  that  committee 
was  seen  in  session  day  after  day,  and 
in  the  markup  sessions  day  after  day. 


that  there  was  expedition;  and  the  bill 
was  brought  to  the  floor  of  the  Senate 
very  quickly — particularly  when  we 
measure  it  against  the  fact  that  the  bill 
languished  in  the  House  committee  and 
the  House  for  7  V2  months. 

So  I  compliment  the  chairman  of  the 
committee  on  the  fine  service  he  ren¬ 
dered.  I  also  compliment  the  distin¬ 
guished  Senator  from  Louisiana  [Mr. 
Long]  ,  who  managed  the  bill  on  the  floor 
and  sat  in  the  conference. 

As  I  recall,  there  were  100  subcommit¬ 
tee  amendments.  That  does  not  include 
technical  amendments.  I  believe  the 
House  receded  on  70  of  those.  There 
were  13  on  which  the  Senate  receded. 
There  were  17  that  were  compromised, 
but  I  think  the  compromises  were 
largely  in  the  direction  of  the  Senate’s 
position  on  the  bill.  That  is  a  notable 
piece  of  work  in  a  conference  on  a  bill  so 
long  and  so  involved. 

The  distinguished  Senator  from  Vir¬ 
ginia,  the  distinguished  Senator  from 
Louisiana,  and  all  the  other  conferees 
deserve  a  real  pat  on  the  back. 

There  were  129  witnesses  before  the 
committee.  250  statements  were  filed 
with  the  committee.  Many  witnesses 
emphasized  and  labored  the  point  that 
the  bill  would  work  wonders  so  far  as 
concerns  unemployment.  I  am  afraid 
that  they  were  speculating  and  using 
generalized  figures  that  would  not  stand 
up  under  analysis. 

Perhaps  the  most  provocative  witness 
before  the  committee  was  Dr.  Roger 
Freeman,  of  the  Hoover  Institution  on 
War,  Revolution,  and  Peace  at  Stanford 
University.  If  one  goes  to  the  trouble 
of  analyzing  the  figures,  he  can  see  the 
real  problem  that  confronts  us  at  the 
present  time. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  will  the  Senator  yield  at  that 
point? 

Mr.  DIRKSEN.  I  yield. 

Mr.  LONG  of  Louisiana.  I  thank  the 
Senator  for  his  kind  words  about  the 
Senator  from  Virginia  and  also  the  Sen¬ 
ator  from  Louisiana.  The  committee 
had  an  opportunity  to  consider  more 
carefully  the  amendments  that  were  be¬ 
fore  it  in  committee  than  did  the  Sen¬ 
ate  with  respect  to  amendments  that 
were  offered  on  the  floor.  I  believe,  if 
the  Senator  will  analyze  the  results  of 
the  conference,  based  on  the  action  of 
the  Senate  committee,  he  will  find  that 
about  95  percent  of  the  amendments 
which  the  Senate  thought  were  meritor¬ 
ious  were  agreed  to  by  the  conferees. 

Mr.  DIRKSEN.  Which  makes  the 
work  of  the  committee  even  more  com¬ 
mendable;  for  which  the  Senator  de¬ 
serves  an  extra  pat  on  the  back. 
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There  were  some  phenomena  about 
the  jobless  presented  to  the  committee 
which  I  think  deserve  amplification  on 
the  Senate  floor.  ,  , 

First,  it  was  established  from  official 
sources  that,  as  of  September  1963,  of 
all  the  hours  worked  in  industry,  7.4  per¬ 
cent  were  on  an  overtime  basis.  That, 
means  that  if  straight  time  was  at  the 
rate  of  $2  an  hour  for  an  employee,  an 
employer  was  paying  $3  an  hour  for 
overtime — about  7.5  percent  of  all  the 
time  worked  in  industry. 

One  might  say  that  there  are  more- 
workers  than  there  is  work;  but  the  fact' 
is  that  there  is  more  work  than  there  are1 
workers.  I  believe  the  figures  submit¬ 
ted  to  the  committee  indicated  that  if 
we  could  find  enough  competence  and 
skill,  we  could  absorb  all  the  unemployed 
and  still  have  2  percent  of  industrial  em¬ 
ployees  working  on  an  overtime  basis. 

It  is  a  rather  singular  circumstance 
that  5  percent  of  all  workers  are  holding 
two  jobs — commonly  referred  to  as 
“moonlighting” — while  over  5  percent 
are  jobless. 

How  is  that  accounted  for?  There  is 
only  one  way  to  account  for  it.  There 
is  not  enough  skill  and  competence  avail¬ 
able  to  meet  the  needs  of  industry;  there¬ 
fore,  a  production  manager  is  willing  to 
pay  $3  an  hour  for  an  overtime  employee 
rather  than  $2  an  hour  straight  time, 
because  he  knows  he  will  get  commen¬ 
surate  production. 

That  brings  us  to  grips  with  the  real 
problem — to  find  more  competence  and 
more  skill.  When  we  break  these  gener¬ 
alized  figures  down,  as  was  done  before 
the  committee,  we  discover  that  of  all 
those  living  in  households,  and  heads  of 
households,  unemployment  was  not  5.6 
percent  but  2.6  percent — and  that  figure 
is  sustained  by  figures  from  the  Depart¬ 
ment  of  Labor. 

If  we  look  at  the  age  factor,  in  the 
age  bracket  from  35  to  44,  the  jobless 
rate  amounted  to  only  2.1  percent.  But 
dropping  down  to  a  lower  age  bracket, 
from  20  to  24,  what  was  the  increase? 
By  2.1  percent?  No.  It  was  7.2  percent; 
more  than  3  times  as  much. 

The  same  thing  obtains  among  women 
as  among  men  when  it  comes  to  both  the 
age  factor  and  the  stability  factor. 

If  it  is  calculated  on  a  basis  of  white 
and  nonwhite,  I  believe  the  figures  will 
indicate  that  among  the  white  jobless  it 
was  3.5  percent  and  among  the  non  white 
8.5  percent,  which  is  2V2  times  as  much. 

If  we  consider  teenagers,  from  16  to 
19,  the  jobless  rate  among  boys  was  14.7 
percent;  among  girls  it  was  15.8  percent. 
What  was  it  in  Great  Britain  in  that 
same  age  group?  One  percent. 

Why  was  it  1  percent  instead  of  14  or 


15  percent?  Because  they  have  a  well- 
guided  apprentice  training  program  un¬ 
der  which  apprentices  receive  a  small 
stipend  in  the  form  of  pocket  money  un¬ 
til  such  time  as  they  finish  their  appren¬ 
tice  training  and  are  qualified  for  jobs  in 
industry. 

So  what  does  it  all  mean?  Tax  reduc¬ 
tion  is  likely  to  affect  the  employment 
problem  somewhat,  but  on  the  basis  of 
the  figures  submitted,  I  have  grave 
doubt— and  so  did  those  who  testified  as 
experts — that  we  should  be  able  to 
“sponge  up”  the  jobless  on  the  basis  of 
this  tax  bill. 

What  we  need  is  vocational  training 
and  an  apprentice  training  program  for 
youngsters.  We  need  stability  among 
the  younger  groups,  and  then,  perhaps, 
we  can  start  making  an  inroad  on  the 
5.6  percent  jobless  who  have  been  with 
us  now  for  nearly  18  months.  We  have 
made  virtually  no  progess  in  that  field. 

This  requires  a  new  approach.  To  me, 
it  was  an  astounding  fact — and  some¬ 
thing  of  a  confession — that  almost  on 
the  heels  of  the  tax  bill,  the  President 
[P.  3408 ] 

sent  a  message  with  respect  to  paying 
or  compelling  double  time  for  overtime 
work  after  a  determination  by  a  tripar¬ 
tite  government-industry-management 
committee  to  evaluate  the  jobs  in  a 
given  industry. 

That  is  something  of  a  confession.  We 
arc  trying  to  use  the  power  of  the  Fed¬ 
eral  Government  to  beat  industrial  pro¬ 
ducers  over  the  head  and  say,  “You  will 
take  this  man  whether  or  not  you  wish 
to  do  so,  or  otherwise  you  will  pay  double 
time  for  any  overtime  worked  by  those 
who  have  a  record  for  production.” 
That  is,  indeed,  a  confession. 

It  is  about  time  to  break  down  the  gen¬ 
eralized  jobless  figures  so  that  we  know 
where  we  are  going  if  we  ever  wish  to 
solve  the  unemployment  problem. 

Mr.  President,  I  wish  to  ask  the  dis¬ 
tinguished  Senator  from  Louisiana  a 
question,  for  the  sake  of  clarification. 

To  clarify  the  point  in  section  422(b) , 
suppose  the  board  of  directors  of  a  cor¬ 
poration  has  recommended  to  its  stock¬ 
holders  an  increase  in  the  number  of 
shares  available  under  an  employees’ 
stock  option  plan,  or  had  reserved  ad¬ 
ditional  shares  for  the  plan,  subject,  of 
course  to  a  proper  authorization  of  such 
increase — would  this  action  constitute 
,  adoption  and  approval  for  the  purposes 
of  the  10-year  period  mentioned  in  sec¬ 
tion  422(b)? 

Mr.  LONG  of  Louisiana,  In  my  judg¬ 
ment,  the  answer  is  yes.  The  tax  effect 
should  be  no  different,  whatever  the 
method  we  decided  to  adopt  to  achieve 
the  objective  sought  by  the  section — 


4222 


'namely,  to  obtain  shareholder  approval 
at  least  once  every  10  years,  and  also  to 
approve  or  disapprove  management  ac¬ 
tion  on  an  employees'  stock  option  plan. 

Mr.  DIRKSEN.  I  thank  the  Senator 
from  Louisiana  for  his  clarification. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  I  agree  with  the  senior  Senator 
from  Tennessee  [Mr.  Gore]  far  more 
often  than  debate  on  the  tax  bill  might 
indicate.  Insofar  as  the  Record  might 
rehect  the  contrary,  it  would  perhaps  be 
so,  because  for  the  most  part  the  com¬ 
mittee  agreed  with  us  also.  Therefore, 
there  was  no  dispute  about  an  agree¬ 
ment  existing  in  general. 

The  Senator  from  Tennessee  has  been 
an  extremely  valuable  member  of  the 
committee.  He  set  himself  the  painful 
task  of  undertaking  to  ferret  out  and 
eliminate  what  he  believed  to  be  loop¬ 
holes  and  special  favoritism  with  re¬ 
gard  to  certain  taxpayers.  This  is  not  a 
pleasant  task  to  undertake,  as  I  have  had 
occasion  to  learn. 

I  am  frank  to  say  that  often  we  find 
that  those  who  should  really  understand 
the  situation  do  not  appreciate  it,  but 
it  is  something  that  should  be  done. 

In  many  respects,  the  Senator  from 
Tennessee  has  rendered  a  great  service 
to  the  Senate.  He  was  among  the  first 
Members  of  this  body,  many  years  ago, 
to  raise  the  question  of  justice  and  fair¬ 
ness  in  the  treatment  accorded  to  in¬ 
surance  companies  as  compared  to 
others,  which  resulted  in  a  major  change 
m  the  law  on  insurance. 

The  Senator  from  Tennessee  also 
punted  up  the  problem  involved  in  tax- 
of  foreign  income  which  properly 
was  subject  to  taxation  by  this  country,,  j 
which  again  resulted  in  major  changes  I 
in  our  law  which  exist  today. 

As  the  Senator  has  indicated,  there 
are  provisions  in  the  bill  which  are  being 
changed  because  of  the  fight  made  by 
the  Senator,  and  many  which  were  in¬ 
cluded  in  the  bill  as  the  result  of  the 
efforts  of  the  Senator  from  Tennessee. 

I  refer  to  the  stock  option  proposal.  Al¬ 
though  it  does,  not  include  everything 
that  the  Senator  wanted,  that  provision 
is  being  tightened  up  in  five  respects. 

I  refer  also  to  the  provision  with  respect 
to  unlimited  charitable  contributions. 
Undoubtedly  this  will  result  in  a  further 
examination  of  this  subject,  and  will  lead 
to  further  legislation  in  the  field  of  char¬ 
itable  contributions.  A  f 
The  distinguished  Senator  from  Vir¬ 
ginia,  chairman  of  the  Committee  on 
Finance,  has  asked — and  the  committee 
is  following  up  on  his  request — that  the 
Treasury  Department  make  a  study  of 
this  subject  and  report  to  the  committee. 
Mr.  GORE.  I  very  deeply  and  genu¬ 


inely  and  with  the  greatest  appreciation 
thank  the  Senator  for  his  generous  re¬ 
marks.  When  the  going  is  very  rough 
and  the  knocks  are  very  hard,  and  de¬ 
feat  is  bitter  to  taste,  one  tends  to  be¬ 
come  discouraged.  However,  so  long  as 
one  accomplishes  a  few  things,  as  he 
travels  through  the  Senate,  I  suppose  he 
can  take  some  heart  and  consolation.  I 
particularly  take  heart  and  consolation 
and  pride  in  the  esteem  and  generosity 
of  my  distinguished  friend,  the  able  and 
distinguished  Senator  from  Louisiana. 

Mr.  LONG  of  Louisiana.  The  Senator 
from  Tennessee  can  take  much  pride  in 
a  large  number  of  reforms  in  the  tax 
laws.  He  did  not  achieve  everything  that 
he  would  have  taken  pride  in  accomplish¬ 
ing,  but  the  Senator  has  taken  a  position 
which  perhaps  few  people  understand; 
and  that  is,  in  respect  to  his  insisting 
that  those  who  pay  far  too  little  in  taxes 
should  pay  more.  In  a  number  of  re¬ 
spects  he  has  succeeded  in  eliminating 
loopholes  in  the  law  which  have  existed 
for  some  time  and,  in  some  respects,  he 
has  perhaps  prevented  our  creating  ad¬ 
ditional  loopholes  that  would  have  re¬ 
sulted  had  he  net  been  so  diligent.  He 
has  been  a  very  effective  and  valued 
member  of  the  committee.  I  regard  him 
as  one  of  the  most  valued  members  of 
the  committee  with  whom  I  have  had 
an  opportunity  to  serve  during  my  12 
years  of  service  in  the  Senate. 

Of  course  I  believe  the  bill  to  be  a  far 
better  bill,  both  as  a  reform  measure  and 
as  a  measure  of  social  and  economic  jus¬ 
tice,  than  does  my  friend  from  Ten¬ 
nessee.  I  believe  that  it  is  one  of  the 
best,  and  most  constructive  pieces  of 
legislation,  particularly  in  the  revenue 
field,  that  has  been  passed  in  a  great 
number  of  years.  In  my  judgment,  if  I 
may  be  pardoned  for  saying  so,  as  the 
one  who  handled  the  bill  on  the  floor  of 
the  Senate,  the  new  tax  law  will  prove 
to  be  one  of  the  best  revenue  measures, 
as  well  as  the  most  significant  revenue 
measure,  which  has  been  passed  by  Con¬ 
gress  in  the  15  years  that  I  have  been  a 
Member  of  the  Senate.  A  - 

Like  other  Senators,  and  like  the  ma¬ 
jority  of  the  committee,  I  was  very  much 
concerned  about  the  possibility  that  the 
bill  might  provide  altogether  too  much 
relief  to  persons  in  the  upper  income 
brackets.  I  have  before  me  a  tabulation 
of  the  reductions  that  would  be  avail¬ 
able  to  persons  in  the  various  income 
brackets.  I  ask  unanimous  consent  that 
the  final  column  of  this  table,  showing 
the  total  rate  and  structural  changes, 
which  relate  to  the  income  groups  which 
appear  in  the  first  column,  be  printed  in 
the  Record  at  this  point. 
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.  There  being  no  objection,  the  table  was 
ordered  to  be  printed  in  the  Record,  as 
follows: 

Revenue  bill  of  10G4,  H.R .  S363 — Distribution 
by  adjusted  gross  income  class  of  the  full 
year  effect  of  rate  and  structural  changes 
affecting  individuals  1 


AS  APPROVED  DY  THE  CONFERENCE  (FED.  10,  10C4) 


Adjusted  cross  iucorao 
class 

Total  rate,  and  structural 
changes 

In  millions  of 
dollars 

Change  ns  a 
percent  of 
present  tax 

0  to  *3,000 _  . 

—505 

-30. 0 

$3,000  to  $-5,000 . 

-1.0S5 

-20.  0 

$5,000  to  $10,000 . 

-3, 775 

—20.  G 

$10,000  to  $20,000 _ 

-2, 100 

-17.0 

$20,000  to  $50,000 . 

—1,0-15 

—15.  5 

$.50,000  and  over . . 

-550 

-13.2 

Total . . . 

-0, 180 

-10.  4 

1  Excludes  effect  of  capital  pains  provisions  and  repeal 
of  the  requirement  to  reduce  basis  by  amount  of  invest¬ 
ment  credit. 


Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  tide  table  shows  that,  percentage-  ■ 
wise,  by  far  the  greatest  percentage  tax 
reduction  falls  in  the  lower  income 
brackets,  and  that  the  smallest  per¬ 
centage  falls  in  the  upper  income 
brackets.  By  far  the  bulk  of  the  tax  re¬ 
duction  falls  in  the  middle  income  brac¬ 
kets.  That  is  where  it  should  fall.  It  is 
that  group  which  pays  the  major  share 
of  the  taxes  to  this  Government  so  f al¬ 
as  income  taxes  are  concerned. 

It  seemed  to  me  that  the  real  issue, 
whether  the  bill  was  to  be  a  bill  to 
benefit  the  rank  and  file  taxpayers  on 
an  equitable  basis,  or  whether  it  would 
be  unduly  favorable  to  those  in  the  up¬ 
per  income  brackets,  depended  on 
whether  the  Senate  prevailed  in  its  capi¬ 
tal  gains  treatment  provision.  I  have  in 
my  hand  a  table  showing  the  manner  in 
which  tax  reduction  would  be  accorded 
had  the  bill  been  enacted  as  proposed  by 
the  House,  compared  with  the  way  it 
would  have  worked  under  the  Senate- ' 
language,  particularly  so  far  as  the  long 
term  impact  of  the  bill  was  concerned. 

The  Senator  from  Tennessee  had  a 
chart,  which  he  used  on  the  floor  re¬ 
peatedly,  showing  that  while  rates  were 
generally  regarded  as  being  almost  con¬ 
fiscatory  in  the  half-million-dollar-and- 
abovc  bracket,  those  who  used  the  capi¬ 


tal  gains  treatment  and  other  devices-—, 
charitable  contributions  being  one  of  the 
major  items — were  successful  in  reducing 
their  effective  tax  rate  to  a  far  lower 
rate  than  the  public  imagines. 

I  have  a  Treasury  study  which  shows 
that,  under  the  provisions  in  the  House 
bill,  those  who  had  a  small  percentage 
of  capital  gains  were  paying  47.6  per¬ 
cent,  if  they  were  making  $700,000,  and 
that  those  people  would  reduce  their  ef- 
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fective  tax  rate  to  40  percent  under  the 
House  action.  On  the  other  hand,  it 
shows  that  with  the  same  incomes  but 
with  a  high  percentage  of  their  income 
in  capital  gains  have  effective  tax  rates 
of  20.1  percent,  and  that  those  people 
would  have  reduced  their  liability  to  18.1 
percent  under  the  House  action. 

The  same  disparity  was  shown  with  ' 
regard  to  those  making  more  than  $2 
million.  Those  who  had  a  low  per¬ 
centage  of  income  in  capital  gains  were 
paying  an  effective  tax  of  56.7  percent. 
Under  the  House  bill  that  would  have 
been  reduced  to  46  percent. 

Those  making  $2  million,  with  a  high 
percentage  of  capital  gains,  who  are 
presently  paying  20.9  percent  in  taxes, 
would  have  had  their  tax  rate  reduced 
to  18.5  percent  under  the  House  action. 

Action  of  the  Senate,  in  pursuance  of 
the  Treasury’s  recommendation,  caused 
those  who  had  a  low  percentage  of  capi-  . 

.  tal  gains,  and  therefore  had  been  paying  * 
at  a  high  rate  of  taxation,  to  achieve  a 
larger  tax  reduction  that  was  accorded 
those  with  a  high  percentage  of  capital 
gains. 

Therefore,  those  who  are  entitled  to  a 
major  tax  reduction,  because  they  were 
actually  paying  confiscatory  tax  rates,  re¬ 
ceive  a  major  tax  reduction.  Those  who 
were  not  entitled  to  any  tax  reduction, 
because  they  were  not  paying  taxes  of  as 
much  as  half  of  their  income,  tend  in 
_  some  cases  to  receive  an  actual  increase 
,  in  taxes.  That  is  the  way  it  should  be. 

A  table  which  I  have  before  me  dem-  ' 
onstrates  what  I  have  been  trying  to  ex¬ 
plain  in  general  terms.  i  7  —  U-  C 

Mr.  President,  I  ask  unanimous  con-"" 
sent  that  the  table  be  printed  at  this 
point  in  the  Record. 

There  being  no  objection,  the  table  was 
ordered  to  be  printed  in  the  Record,  as 
follows: 


4224 


Changes  in  effective  tax  rales  from  present  law,  under  House  bill,  and  under  Senate  bill,  for 
high  income  taxpayers  with  low,  average,  and  high  proportions  of  capital  gains 


Adjusted  gross  income 

Percent  of  realized  income 

Tax  reduction  as  percent  of 
present  law  tax 

Tax  under 
present  law 

Tax  under 
House  bill 

Tax  under 
Senate  bill 

House  bill 

Senate  bill 

$120,000: 

Low  capital  gain. . . 

39.6 

34.  8 

34  9 

12  2 

12  1 

Middle  capital  gain . 

32.0 

28.1 

29. 1 

12  1 

8  9 

High  capital  gain . 

$170,000: 

27.6 

24.2 

25.9 

12.2 

6.3 

Low  capital  gain . 

42.2 

37.  0 

37.2 

12  4 

11  9 

Middle  capital  gain . __ 

31.6 

27.8 

29.2 

11  8 

7  5 

High  capital  gain . 

$300,000: 

26.4 

22.4 

24.5 

11.9 

3.6 

Low  capital  gain . 

48.2 

41.3 

41.6 

14.  0 

13  5 

Middle  capital  gain _ 

30.5 

27.1 

28.9 

11.2 

6  4 

High  capital  gain . 

22.4 

19.6 

22.  3 

12.  5 

4 

$700,000: 

Low  capital  gain _ _ 

47.6 

39.9 

40.6 

16.  3 

14  8 

Middle  capital  gain .  ... 

26.3 

23.1 

25.  4 

12.  3 

3  6 

High  capital  gain . 

20.1 

18.1 

21.1 

10.4 

—4  5 

$2,000,000: 

Low  capital  gain _ 

56.7 

46.0 

46.4 

19.  0 

18  2 

Middle  capital  gain...  _ _ 

30.2 

25.  7 

28.0 

14.9 

7.  3 

High  capital  gain _ 

20.9 

18.5 

21.3 

12.  6 

-1.9 

Office  of  the  Secretary  of  the  Treasury,  Office  of  Tax  Analysis,  Jan.  14, 1964. 


Note.— Realized  Income  is  the  adjusted  gross  income  increased  by  the  60  percent  of  capital  gains  excluded  in 
computmg  adjusted  gross  income.  For  each  income  the  ratio  of  deductions  to  adjusted  gross  income  and  ofdlvidends 
to  (adjusted  gross  income  less  capital  gain)  is  equal  to  the  corresponding  ratio  for  the  corresponding  class  in  1960 
statistics  of  income.  The  low  gain  level  is  a  point  at  which  26  percent  of  taxpayers  in  the  class  have  lower  gains 
at  the  high  gam  level  25  percent  have  higher  gains;  the  middle  level  is  the  average  ratio  of  gain  to  other  income  It 
was  also  assumed  that,  at  these  high  brackets,  90  percent  of  realized  long-term  gains  are  class  A. 


Mr.  MILLER.  Mr.  President,  the 
adoption  of  the  conference  report  on 
the  administration’s  tax  bill  is  assured. 
I  shall  vote  against  it. 

It  will  be  a  stab  in  the  back  of  the 
poverty  sector  of  our  country,  over 
which  this  administration  professes  to 
be  so  much  concerned. 

Millions  of  citizens  do  not  have  enough 
income  to  pay  income  tax.  They  will 
receive  no  tax  reduction  under  the  bill. 
But  they  will  feel  the  sting  of  the  re¬ 
duced  purchasing  power  of  their  social 
security  pensions,  their  savings,  and 
their  insurance  as  a  result  of  the  infla¬ 
tion  which  will  follow. 

Under  the  bill  there  will  be  multibil¬ 
lion  dollar  deficits  for  fiscal  years  1964 
and  1965.  Without  the  bill,  we  could 
reasonably  have  expected  Federal  reve¬ 
nue  and  Federal  spending  to  balance  out 
during  these  years.  This  would  have 
meant  a  stable  dollar  and  no  inflation. 

The  proponents  of  the  bill  say  that 
we  will  have  deficits  without  the  bill;  so 
we  might  as  well  have  bigger  deficits 
with  it.  They  deny  that  the  bill  will 
result  in  inflation,  but  they  merely  close 
their  eyes  to  reality.  They  do  not  like 
to  face  the  fact  that  during  the  last 
3  years  this  administration  has  run  our 
country  $20  billion  deeper  into  debt; 
that  we  have  had  inflation  of  $21  bil¬ 
lion;  that  the  retail  cost  of  living  index 
has  gone  up  from  214.6  to  222.3;  and  that 
the  purchasing  power  of  the  dollar  has 


fallen  from  46.6  cents,  based  on  a  1939 
dollar  worth  100  cents,  to  44.9  cents. 

The  cost  of  living  index  will  continue 
to  go  up,  and  the  purchasing  power  of 
our  money  will  continue  to  go  down,  as 
a  result  of  the  multibillion  deficits  this 
tax  bill  will  help  to  produce.  / 

Escalation  clauses  in  labor-manage¬ 
ment  contracts  will  automatically  result 
in  wage  increases.  Other  workers  will 
be  forced  to  demand  higher  wages  in 
order  to  get  more  dollars,  because  all  of 
their  dollars  yvill  be  worth  less.  Con¬ 
gress  wil  be  called  upon  to  increase  social 
security  pensions.  Construction  costs  of 
schools  and  hospitals  will  go  up.  Prop¬ 
erty  taxes  will  be  increased.  Conven¬ 
iently  enough,  most  of  these  events  will 
take  place  after  the  election  this  fall. 

But  when  these  things  happen,  let  the 
people  know  that  this  administration 
and  its  controlled,  rubberstamp  Con¬ 
gress  are  responsible. 

The  idea  that  we  can  spend  more 
money  and  cut  taxes  at  the  same  time  is 
just  the  old  “something  for  nothing’’ 
gimmick  in  a  new  package.  The  peo¬ 
ple  cannot  get  something  for  nothing, 
even  on  the  New  Frontier. 

Mr.  President,  the  distinguished  Sen¬ 
ator  from  Louisiana  brillantly  handled  a 
most  difficult,  complex  tax  bill.  As  a 
tax  lawyer  by  profession,  I  can  recognize 
difficult  legislation  when  I  see  it.  The 
pending  tax  bill  is  one  of  the  most  com¬ 
plex  pieces  of  proposed  legislation  to 
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come  before  the  Senate  since  I  became 
a  Member  of  this  body.  The  Senator 
from  Louisiana  had  an  extremely  diffi¬ 
cult  assignment  in  handling  the  bill. 
There  were  occasions  when  I  disagreed 
with  him;  there  were  occasions  when  I 
supported  him.  Regardless  of  whether 
I  disagreed  with  him  on  some  points  or 
agreed  with  him  on  others,  he  is  to  be 
commended  for  his  fine  work  in  handling 
an  extremely  difficult  piece  of  proposed 
legislation. 

I  regret  very  much  that  apparently  we 
are  in  deep  disagreement  in  some  areas 
of  economic  philosophy.  I  feel  strongly 
that  the  bulk  of  the  benefits  under  the 
tax  bill  will  not  accrue  to  the  lower  in¬ 
come  areas.  I  have  already  stated  that 
those  in  the  poverty  sector,  those  not 
having  enough  income  to  pay  an  income 
tax,  will  be  out  in  the  cold  and  will  be 
stuck  with  inflation.  Millions  of  people 
in  the  lower  and  middle  income  areas 
will  get  little,  if  any,  benefit  from  the 
tax  bill.  Even  taking  into  account  the 
extra  dollars  they  will  get  from  the  tax 
cut,  the  purchasing  power  of  those  dollars 
will  be  diminished  as  the  result  of  in¬ 
flation.  Let  me  illustrate  what  I  mean. 

On  page  181  of  the  report  of  the  Com¬ 
mittee  on  Finance  on  the  pending  bill 
is  a  table  showing  the  impact  of  the  tax 
cut  on  various  brackets  of  income.  In 
the  case  of  an  adjusted  gross  income  of 
$3,000,  there  would  be  no  tax  under 
present  law  and  there  would,  of  course, 
be  no  tax  under  the  bill.  Nevertheless, 
with  the  decline  in  purchasing  power,  in 
only  1  year,  of  V/2  percent,  which  is 
the  record  we  are  now  operating  under, 
and  which  will  be  the  same,  if  not  worse, 
in  the  years  following,  that  taxpayer  will 
suffer  a  loss  of  $45.  Thus  that  person 
will  automatically  be  $45  worse  off  in 
purchasing  power  under  the  continued 
inflation  which  the  tax  cut  bill  will  pro¬ 
duce. 

The  taxpayer  in  the  $4,000  adjusted 
gross  income  bracket  would  have  a  tax 
saving  of  $40  under  the  bill,  but  the  in¬ 
flation  in  one  year  would  eat  up  $60  in 
purchasing  power.  So  that  individual 
would  be  on  the  loss  side. 

The  taxpayer  in  the  $5,000  bracket 
would  receive  a  $80  tax  cut,  but  $75 
would  go  out  the  window  on  a  1  ^-per¬ 
cent  decline  in  the  purchasing  power  of 
that  person’s  money. 

Some  persons  of  course,  will  always 
benefit  in  an  inflationary  situation. 
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•  Under  this  tax  bill,  some  persons  will 
have  more  dollars  and  more  purchasing, 
power  as  a  result  of  the  tax  cut  than 
they  will  suffer  in  loss  of  purchasing1 
power  as  a  result  of  inflation. 


"For  example,  a  person  in  the  $50,000 
income  bracket  would  receive  a  tax  cut 
of  $2,037.  A  1 V2 -percent  diminution  in 
the  purchasing  power  of  $50,000  would 
amount  to  $750,  so  that  person  would 
get  $2,037  on  the  plus  side,  but  only  $750 
on  the  minus  side. 

In  the  $100,000  bracket,  a  taxpayer 
under  this  bill  would  receive  $4,295  in 
additional  purchasing  power,  but  would 
suffer  a  loss  of  only  $1,500  in  purchasing 
power  as  a  result  of  a  1  Vi-percent 
diminution  in  the  value  of  all  their 
dollars. 

So  persons  in  the  high  tax  bracket  will 
come  out  pretty  well,  but  I  do  not  think 
it  is  fair  to  calculate  a  tax  bill  on  that 
basis.  I  have  already  said  that  millions 
of  people  in  the  poverty  sector  are  the 
ones  least  able  to  afford  an  inflation  tax. 

Mr.  President,  I  am  using  the  figures 
of  the  President’s  Council  of  Economic 
Advisers,  showing  the  record  of  the  last 
3  years.  Judging  by  the  past  climate, 
we  can  expect  another  $7  billion  deficit, 
possibly  more,  during  the  next  fiscal 
year.  It  will  be  more  than  that  for  the 
current  fiscal  year,  and  that  means  a 
IV2 -percent  decline  in  purchasing  power, 
the  purchasing  power  of  the  people’s 
hard-eained  money. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  will  the  Senator  yield? 

Mr.  MILLER.  I  am  happy  to  yield 
to  the  Senator  from  Louisiana. 

Mr.  LONG  of  Louisiana.  The  point 
that  the  Senator  from  Iowa  had  in  mind' 
with  regard  to  an  anticipated  1 V2 -Per¬ 
cent  inflationary  reduction  in  purchas¬ 
ing  power  would  assume  that  those  per¬ 
sons  do  not  make  increased  earnings. 
I  am  sure  the  Senator  is  aware  of  the 
belief  that  this  $11  billion  tax  reduction 
will  create  more  consumer  spending  and 
will  also  provide  an  incentive  to  business 
to  expand,  modernize,  and  improve. 
The  result  will  be  that  the  $11  billion 
tax  reduction  will  be  spent  more  than 
once.  It  will  be  spent  over  and  over 
again,  and  this  will  generate  much  addi¬ 
tional  employment  and  production. 

If  that  is  the  result  and  that  is  our 
hope — and  I  am  sure  the  Senator  from 
Iowa  realizes  that  this  is  the  economic 
argument  in  favor  of  the  enactment  of. 
this  measure — that  those  with  incomes 
of  $3,CC0  will  be  able  to  find  better  jobs, 
with  the  result  that  their  incomes  will 
Increase  to  perhaps  $5,000  or  $6,000,  in 
which  event  they  will  become  taxpayers. 

Of’ course  the  principal  benefit  of  that 
development  would  be,  not  the  tax  sav¬ 
ing  they  might  make,  but  the  better  jobs 
we  hope  they  would  have  as  a  result  of 
having  private  enterprise  do  this  jol}— 
which  some  contend  private  enterprise 
can  do  much  better  than  the  Government 
.could  do. 


4226 


The  Senator  from  Iowa  did  not,  I  be¬ 
lieve,  hear  the  argument  made  by  the 
Senator  from  Tennessee  [Mr.  Gore], 
which  was  that  we  should  be  increasing. 
Federal  Government  expenditures,  so 
as  to  put  these  people  to  work  in  Gov¬ 
ernment  projects.  But  the  argument  in 
favor  of  the-  enactment  of  this  measure 
is  that  it  will  lead  to  an  expansion  of  the 
economy  and  a  resulting  opportunity  for 
private  enterprise  to  provide  increased 
production  and  increased  employment. 

Incidentally,  in  years  gone  by  that  . 
theory  was  heard  more  from  the  Repub¬ 
lican  side  of  the  aisle  than  from  the 
Democratic  side.  r 

If  we  accept  this  theory  in  connection 
with  the  pending  measure — and  also  on 
the  ground  of  increasing  consumption — 
then  we  should  do  so  on  the  basis  of 
helping  those  who  now  have  low  incomes 
to  find  better  jobs  which  will  give  them 
increased  incomes,  and  also  on  the  basis 
of  helping  those  now  unemployed  to  find 
jobs. 

We  have  no  illusion  that  this  measure 
will  solve  the  entire  problem;  but  we  be¬ 
lieve  it  will  help  solve  it. 

Mr.  MILLER.  Mr.  President,  the 
Senator  from  Louisiana  has  expressed 
very  well  the  economic  basis  on  which 
this  tax  measure  is  premised.  I  regret 
that  I  cannot  agree.  But  since  that  ex¬ 
pression  has  been  made,  I  believe  I 
should  respond.  p  7  .  y 

First  of  all,  with  respect  to  the  Sena¬ 
tor's  point  that  the  Republican  side  of 
the.  aisle  has  been  the  one  chiefly  favor¬ 
ing  this  type  of  approach,  I  say  we  cer¬ 
tainly  do,  and  I  certainly  do;  and  we 
go  along  with  the  Senator  from  Louisi¬ 
ana  at  least  to  some  extent  on  the  mul¬ 
tiplier  theory  in  connection  with  the 
proposed  tax  cut  and  the  taking  of  this 
approach,  provided  one  thing  happens — 
although  it  never  will  happen  under  this 
measure,  and  this  is  one  of  the  differ¬ 
ences  between  the  two  parties — and  that 
is  that  there  be  a  stable  dollar.  Econo¬ 
mists  who  have  appeared  before  the 
Joint  Economic  Committee  admit,  when 
they  are  pinned  down,  that  a  tax  cut 
must  be  premised  on  a  stable  dollar,  if 
the  tax  cut  is  to  be  meaningful.  In  fact, 
one  day  I  asked  the  Secretary  of  Com¬ 
merce,  “If  we  have  a  tax  cut,  and  if  some¬ 
one  who  has  been  making  $5,000  a  year 
ends  up  making  $5,200,  as  a  result  of  the 
tax  cut,  but  still  has  a  purchasing  power 
of  only  $5,000,  because  all  his  dollars 
are  worth  less,  as  a  result  of  the  failure 
to  have  a  stable  dollar,  what  about  that 
situation?” 

He  replied,  “Of  course  then  you  are  on 
dead  center.” 

This  is  the  problem.  If  we  would  have 
a  stable  dollar,  I  suppose  this  measure 


would  have  been  passed  unanimously  by 
the  Senate.  But  we  are  not  going  to 
have  a  stable  dollar  if  we  continue  to 
have  multibillion- dollar  deficits.  /. 

I  recognize  the  application  of  the 
multiplier  theory.  The  statistics  for  the 
last  number  of  years  show  that  the  tax¬ 
payers  spend  about  90  or  92  cents  of 
every  dollar  of  their  income  after  taxes, 
and  that  we  can  expect  them  to  continue 
to  do  so,  and  that  after  this  tax  measure 
goes  into  effect,  we  can  expect  that  92 
cents  of  every  dollar  of  tax  savings  will 
be  spent,  and  that,  in  turn,  that  will  pro¬ 
duce  a  profit  for  someone,  and  he  will 
spend  92  cents  of  every  dollar  of  his 
profits;  and  the  economists  tell  us  that,' 
in  terms  of  the  final  effect,  from  every 
$1  of  tax  cut  we  can  expect  per¬ 
haps  $2  or  $3  or  possibly  $4  of  increased 
gross  national  product. 

Of  course  there  is  disagreement  over 
whether  there  should  be  a  $11  billion  tax 
cut,  because  some  say  that  if  a  $11  billion 
tax  cut  will  produce  $33  billion  of  in¬ 
creased  gross  national  product,  which 
the  Senator  from  Louisiana  and  other 
proponents  suggest  will  happen  under 
the  provisions  of  this  measure,  then  why 
not  have  a  $22  billion  tax  cut,  and  thus 
have  $66  billion  of  increased  gross  na¬ 
tional  product? 

I  recognize  that  the  multiplier  theory 
has  some  validity;  but  it  has  no  validity 
unless  there  is  a  statue  dollar;  and  the 
fact  is  that  we  do  not  have,  and  will  not 
have,  a  stable  dollar;  and  I  am  laying 
my  reputation  on  the  line  on  that  score. 

As  a  matter  of  fact,  Dr.  Heller,  after 
quite  a  bit  of  “tooth  pulling,”  admitted 
that  probably  next  year  we  shall  have 
inflation  to  the  extent  of  from.  $5  to  $7 
billion.  When  there  is  inflation  in  that 
amount  in  the  United  States,  that 
amounts  to  a  1  ^-percent  decline  in  the 
pm-chasing  power  of  the  dollar,  or  that  is 
about  the  same  as  having — at  least,  in 
Iowa,  for  example — a  hidden  sales  tax  oL 
about  2V2  percent  on  the  backs  of  the 
people  who  pay  for  the  multibillion- 
dollar  deficit  spending  operations  of  the 
Federal  Government. 

I  do  not  have  the  figures  for  Louisiana; 
but  as  I  recall  the  figures  for  Minne-' 
sota — and  I  see  on  the  floor  the  dis¬ 
tinguished  senior  Senator  from  Minne¬ 
sota,  the  majority  whip  [Mr.  Hum¬ 
phrey]— they  are  that  $7  billion  of  an¬ 
nual  inflation  amounts  to  a  hidden  sales 
tax  of  approximately  3  percent  on  the 
backs  of  the  people  of  Minnesota, 

This  is  what  undercuts  the  beneficial 
effects  of  an  income-tax  cut  when  there 
is  not  a  stable  dollar. 

I  hope  and  pray  that  I  am  wrong,  for 
all  of  us  want  the  people  to  have  pros¬ 
perity  and  to  have  more  purchasing  pow¬ 
er,  so  they  can  buy  more  of  the  better 
things  of  life.  _ 
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But  as  sure  as  I  am  here  today,  within 
the  next  year  we  shall  be  presented  with' 
a  request  to  increase  social  security  pen¬ 
sions — why?  Eccause  we  shall  be  told 
the  poor  pensioners  cannot  make  ends 
meet,  because  all  their  dollars  are  worth 
less  and  their  pensions  have  been  de¬ 
creasing  in  value  every  year;  and  it  is 
,  clear  that  the  value  of  their  pensions 
will  continue  to  fall  as  a  result  of  the 
continuing  multibillion  dollar  deficits, 
and  they  will  continue  that  way  as  long- 
as  we  insist  on  following  the  Pied  Piper 
and  his  sophisticated  school  of  eco¬ 
nomics.  , 

As  I  have  said,  it  is  impossible  to  get 
something  for  nothing;  and  that  in¬ 
cludes  spending  in  the  multibillion  dol¬ 
lar  deficit  area.  The  entire  effect  prob¬ 
ably  will  not  be  felt  too  much  until  after 
the  election  this  fall;  but  3  years  from 
now — just  as  when  I  first  came  to  the 
Senate — it  will  be  very  clear  that  it  is 
impossible  to  consider  the  effect  of  such 
measures  without  also  considering  their 
inflationary  effect.  I  took  that  position 
when  I  first  came  to  the  Senate.  3  years 
ago;  and  I  have  taken  that  position  ever 
since.  I  take  it  today;  and  I  shall  con¬ 
tinue  to  do  so.  This  is  what  is  happen¬ 
ing  to  the  people  of  the  United  States; 
and  I  hope  they  wake  up  before  it  is  too 
late. 

IP.  3411 ] 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  I  have  before  me  a  recent  issue  of 
the  Economic  Indicators;  and  it  shows 
the  prices  in  the  last  several  years  and 
the  prices  during  the  past  year. 

On  wholesale  prices,  the  index  for 
1958  was  100.4;  and  as  of  February  11, 
1964,  the  index  was  100.5.  So  for  those 
6  years  we  find  an  increase  of  one-tenth 
of  1  percent  in  the  wholesale  prices  of  all 
commodities — which  speaks  extremely 
well  for  the  situation  during  the  Eisen¬ 
hower  administration,  the  Kennedy  ad¬ 
ministration,  and  thus  far  in  the  John¬ 
son  administration. 

‘  It  is  true  that  the  showing  is  not  that 
favorable  when  we  consider  retail 
prices.  For  retail  prices,  the  economic 
indicators  show  100.7  for  1958,  as  against 
107.6  for  December  1963 — or  an  increase 
of  about  1  percent  a  year,  on  the  average. 
On  the  other  hand,  that  increase  is  ac¬ 
counted  for  in  part  by  the  change  in  the 
quality  of  goods  consumers  buy.  In  other 
words,  the  consumers  continue  to  re¬ 
ceive  better  products,  more  attractive 
packaging,  with  the  result  that  a  con¬ 
siderable  amount  of  the  increase  in  the 
price  index  is  not  real.  On  the  whole, 
the  showing  during  the  last  6  years — and 
I  believe  it  speaks  well  for  the  adminis¬ 
trations  '  of  two  Democratic  Presidents 


and  a  Republican  President — relative  to 
prices,  particularly  at  the  wholesale 
level,  reveals  them  to  have  been  remark¬ 
ably  stable.  I  now  yield  to  the  Senator 
from  Iowa. 

Mr.  MILLER.  First,  we  are  all  inter¬ 
ested  in  the  fact  that  the  wholesale  price 
index  has  remained  relatively  stable  in 
the  past  5  years.  That  is  exceedingly 
interesting.  But  99  out  of  100  American 
people  buy  at  retail  rather  than  whole¬ 
sale.  Retail  prices  are  far  more  impor¬ 
tant.  That  is  what  counts.  I  am  quite 
sure  that  if  an  escalation  clause  in  one 
of  the  auto  workers’  contracts  in  Detroit 
is  before  the  union  and  the  management 
for  consideration,  and  the  union  suggests 
that  a  wage  increase  under  the  escala¬ 
tion  clause  is  in  order,  and  management 
comes  along  and  states,  “But  the  whole¬ 
sale  price  index  has  been  stable,”  the 
point  will  not  make  much  of  an  impres¬ 
sion  on  the  union  leaders.  They  will 
say,  “We  are  interested  not  in  wholesale 
prices ;  we  are  interested  in  retail  prices.” 

It  may  be  that  management  will  come 
back  to  the  union  leaders  and  say,  “Oh, 
do  not  worry  so  much  about  the  retail 
price  index  because  you  people  are  buy¬ 
ing  better  quality  things.” 

That  statement  will  not  deter  the 
union  people.  They  will  say,  “we  are 
going  by  the  retail  price  index.  What 
we  are  interested  in  is  the  fact  that  the 
purchasing  power  of  our  hard-earned 
money  is  going  down.  The  result  is  that 
the  escalation  clause  requires  you  to  in¬ 
crease  our  wages.  If  you  do  not,  we  will 
go  on  strike.” 

It  is  that  simple.  I  recognize  that 
people  are  getting  better  quality  things. 
We  certainly  hope  that  the  trend  will 
continue.  But  what  we  are  interested 
in  is  the  purchasing  power  of  our  dollar. 
The  purchasing  power  of  the  dollar  is 
going  down.  For  the  past  2  or  3  years  it 
has  been  going  down  1  y2  percent  a  year. 

The  wholesale  price  index  is  fine.  I 
hope  that  wholesale  prices  remain  stable, 
for  it  may  help  to  prevent  the  retail  price 
index  from  going  up  more  than  it  is  going 
up.  But  what  we  are  concerned  about, 
I  believe,  is  the  stability  of  the  dollar. 
Without  a  stable  dollar — and  I  am  talk¬ 
ing  about  the  purchasing  power  of  the 
dollar— a  tax  cut  will  be  only  an  empty 
gesture  so  far  as  the  great  bulk  of  the 
people  of  our  country  are  concerned. 
After  the  tax  measure  is  signed,  their 
condition  will  be  worse  than  it  was  be¬ 
fore. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  I  know  of  no  period  in  the  history 
of  America — certainly  no  time  in  the 
modern  history  of  America — when  dur¬ 
ing  a  similar  period  retail  prices  have 
remained  more  nearly  steady  than  they' 
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have  for  the  past  6  years,  except  in  a 
depression  or  a  recession.  I  know  the 
Senator  would  not  wish  to  pay  the  price 
of  a  great  number  of  people  being  out  of 
work  and  the  hardship  that  comes  to 
Americans  going  through  a  depression  or 
a  deep  recession.  I  invite  the  Senator  to 
show  me  any  similar  period  of  prosper¬ 
ous  times  in  which  the  Nation  has  had 
as  steady  a  price  level  as  we  now  have. 
I  know  of  none. 

Mr.  MILLER.  Mr.  President,  what  I 
am  interested  in  is  current  history,  not 
ancient  history.  The  Senator  has  said 
that  the  retail  price  index  has  not  been 
going  up  too  greatly,  that  the  movement 
upward  has  not  been  too  bad,  that  the 
decline  of  1  y2  percent  per  year  in  the 
purchasing  power  of  our  dollar  is  not  too 
bad.  That  does  not  make  it  right. 

I  suggest  to  the  Senator  that  a  year 
from  now — perhaps  even  during  the 
present  session — we  shall  be  requested  to 
increase  social  security  pensions  because 
the  pensioners  cannot  make  ends  meet. 

The  situation  is  bad.  I  should  like  to 
cite  an  example.  Back  in  1940,  a  social 
security  pensioner  with  a  $3,000-a-year 
earning  base  would  have  retired  with  a 
pension  of  $499.  The  1939  dollar  would 
be  considered  worth  100  cents.  The  pen¬ 
sion  of  the  social  security  pensioner  was 
worth  $499  in  purchasing  power. 

Down  through  the  years  Congress  has 
increased  social  security  pensions,  so  that 
the  same  individual  today  would  be  re¬ 
ceiving  $640  more  than  he  would  have 
received  in  1940.  But  that  does  not  mean 
that  he  would  have  $640  of  additional 
purchasing  power.  As  a  result  of  the  in¬ 
flation,  he  will  have  $16  more  purchasing 
power  than  he  had  before.  The  decline 
will  be  evident  in  another  month  or  so 
when  the  value  of  the  dollar  is  next 
published. 

I  wish  to  invite  the  attention  of  my 
friend  from  Louisiana  to  the  publication 
“Economic  Indicators.”  If  he  will  look 
at  page  2  and  observe  the  gross  national 
product  figures  on  that  page,  he  will  find 
two  columns.  One  column  shows  the 
gross  national  product  increase,  and  the 
other  column  shows  the  gross  national 
product  increase  in  1963  dollars.  If  the 
Senator  will  add  up  the  increases,  let  us 
say,  from  1960  to  1963  in  the  one  column, 
he  will  come  up  to  about  $100  billion. 
That  shows  an  increase  from  $500  billion 
to  $600  billion  in  gross  national  product 
in  3  years.  But  if  the  Senator  will  add 
up  the  figures  in  the  other  column,  in 
terms  of  a  stable  dollar,  he  will  find  that 
the  figure  is  about  $21  billion  less.  So 
instead  of  having  a  $100  billion  increase 
in  gross  national  product,  we  have  had 
only  about  a  $79  billion  increased  gross 
national  product  in  terms  of  real  dollars. 


That  is  about  one-fifth  of  our  gross  na¬ 
tional  product.  Inflation,  when  it  is  that 
bad,  is  really  meaningful,  and  we  should 
be  concerned  about  it.  The  unfortunate 
part  of  it  is  that  if  we  would  merely 
practice  some  fiscal  integrity  and  come 
out  with  somewhere  near  a  reasonably 
balanced  budget,  we  would  have  a  stable 
dollar,  and  these  hardships  would  not 
overcome  us. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  the  figures  before  me  show  that 
retail  prices  moved  from  94.7  in  1956  to 
98.0  in  1957.  That  was  under  President 
Eisenhower,  and  times  were  prosperous. 
That  was  more  inflation  than  we  have 
had  during  the  3  years  of  the  Johnson 
and  Kennedy  administrations.  Yet,  not¬ 
withstanding  a  3  V3  percent  inflation  dur¬ 
ing  that  year,  people  were  working.  They 
were  prosperous.  People  were  happy. 
President  Eisenhower  received  such  an 
enormous  vote  that  even  the  State  of 
Louisiana  voted  for  him.  In  fact,  it 
caused  me  to  lose  face  with  my  daugh¬ 
ter.  I  had  predicted  that  President 
Eisenhower  would  be  elected  but  that  he 
would  not  carry  Louisiana. 

If  we  can  maintain  our  country  as 
prosperous  as  we  hope  for  it  to  be,  I  do 
not  believe  the  people  will  be  upset  about 
inflation  of  1  percent  a  year  in  retail 
prices,  particularly  when  wholesale 
prices  are  stable.  I  have  sometimes 
doubted  whether  it  is  possible  to  main¬ 
tain  the  country  as  prosperous  as  the 
country  should  be  without  some  small 
amount  of  increase  in  retail  prices — ap¬ 
proximately  1  percent  a  year. 

Anyone  who  is  in  any  part  responsible 
for  economic  planning  would  have  great 
difficulty  in  maintaining  all  items  so 
stable  that  there  would  not  be  retail  price 
rises  of  about  1  percent.  If  he  held  a 
tight  rein,  he  might  get  the  country  into 
a  recession  on  the  downward  side. 

On  the  whole,  I  would  judge  that  if 
we  are  able  to  maintain  the  kind  of 
stability  that  we  have  seen  for  the  past 
6  years — and  I  will  include  3  good 
Republican  years  and  3  good  Demo¬ 
cratic  years — I  do  not  believe  the  people 
will  be  upset.  If  we  are  able  to  have  the 
kind  of  full  employment  that  everyone 
hopes  for  in  our  great  country — and  the 
tax  measure  will  contribute  to  it — my  be¬ 
lief  is  that  the  people  of  the  country  will 
bless  us,  even  if  it  is  not  possible  to  reduce 
taxes  for  those  who  do  not  pay  any  taxes 
whatever. 

Mr.  MILLER.  Mr.  President,  this  is 
where  we  differ  in  our  economic 
philosophy.  The  Senator  from  Loui¬ 
siana  says  that  if  we  have  full  employ¬ 
ment  or  prosperity,  it  makes  no  differ¬ 
ence  if  we  have  1 -percent  inflation,  or  a 
decline  in  the  purchasing  power  of  the 
people’s  money. 
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I  do  not  believe  in  this  doctrine.  I  “trying  to  do.  II  people  are  given  the 
do  not  believe  that  we  must  have  a  de-  facts,  and  then  they  say,  “This  is  for  us,” 
cline  in  the  purchasing  power  of  our  that  is  it.  If  public  opinion  wants  to  sup- 
people's  money  by  JL  percent.  I  do  not  port  the  sophisticated  school  of  thought, 
believe  we  must  sneak  around  and,'  it  is  the  privilege  of  our  people  to  do  so. 

But  it  behooves  those  of  us  who  believe 
[P .  3412 ]  differently  to  do  our  utmost  to  let  the 


through. the  hidden  sales  tax  of  infla-; 
tion,  deprive  our  older  people,  who  are 
depending  on  Congress  to  maintain  the 
full  integrity  of  their  money,  of  their  - 
purchasing  power,  in  order  to  provide 
decent  job  opportunities,  I  do  not  know 
who  is  responsible  for  this  idea.  It  cer¬ 
tainly  has  not  proved  out. 

We  must  put  tilings  in  perspective.  I 
recognize  that  when  General  Eisenhower 
was  President  we  had  the  greatest  peace¬ 
time  deficit  in  the  history  of  our  country. 

I  have  carefully  refrained  from  calling 
these  deficits  Johnson  deficits  or  Ken¬ 
nedy  deficits,  because  when  we  get  down 
to  the  nub  of  the  matter,  it  is  not  the 
President  or  the  executive  branch  of  the 
Government  that  does  the  appropriat- 
*  ing.  It  is  the  Congress  which  does  it. 

My  friend  from  Louisiana,  who  has 
been  a  Member  of  the  Senate  for  a  good 
many  years,  knows  that  the  Democrats 
were  in  control  of  the  Senate  and  the 
House  of  Representatives  during  the 
period  he  referred  to  a  few  moments  ago, 

,  just  as  they  are  in  control  of  the  Con¬ 
gress  today.  It  is  bad  enough  when 
Congress  is  in  control  at  a  time  of  eco¬ 
nomic  philosophy  that  inflation  is  the 
way  to  prosperity,  but  it  makes  it  much 
tougher  when  both  the  legislative  and 
executive  branches  are  in  the  control  of 
those  people. 

I  recognize  that  there  are  two  economic 
schools  of  thought.  One  is  the  sophisti¬ 
cated  economic  school  to  which  I  have 
just  referred;  the  other*  is  the  classic 
school,  which  I  favor.  I  hope  the  so¬ 
phisticated  economic  school  of  thought 
works,  but  it  has  not  been  working  veiy 
well.  We  still  have  a  deeply  serious  un¬ 
employment;  and  a  part  of  the  reason  is 
that  we  do  not  have  a  stable  dollar. 
Of  course,  it  would  have  been  worse 
if  the  dollar  had  gone  down  even  more 
in  value.  That  does  not  mean  it  has 
not  gone  down  badly  enough. 

As  I  have  said,  an  inflation  of  $7  bil-  ’ 
lion  is  equivalent  to  a  2  XA  percent  sales 
tax  on  the  backs  of  the  people  of  my 
State.  If  the  legislature  of  my  State  pro¬ 
posed  to  pass  a  bill  providing  for  an  in¬ 
crease  in  our  State  sales  tax  by  2  Vi  per¬ 
cent  for  the  purpose  of  helping  finance 
the  deficit  spending  programs  of  the  Fed¬ 
eral  Government,  the  people  would  throw 
out  of  office  about  every  one  of  them.  It 
.is  high  time  some  of  us  started  pointing 
out  what  is  happening  to  them,  instead  of 
trying  to  tease  them.  That  is  all  I  am 


people  know  what  the  facts  are  before 
they  make  the  choice. 


[February  26,  1964~\ 

[P.  3679 ] 

REVENUE  ACT  OF  1964— TAX 
REDUCTION 

Mr.  SMATHERS.  Mr.  President,  the 
tax  bill  is,  in  my  opinion,  the  most  signif¬ 
icant  tax  legislation  Congress  has  con¬ 
sidered  since  the  income  tax  was  first 
enacted  51  years  ago,  in  1913.  The  bill 
provides  for  the  greatest  tax  reduction 
in  our  history. 

It  is  significant  to  note  that  although 
the  Senate  made  100  substantive  amend¬ 
ments  in  the  House  version  of  the  bill, 
there  was  no  disagreement  whatsoever 
between  the  two  Houses  as  to  the  size 
of  the  tax  rate  reduction  or  its  distribu¬ 
tion.  A  7  /  -  "U 

The  House  and  the  Senate  were  in 
complete  agreement  on  this  most  impor¬ 
tant  segment  of  the  tax  bill.  Both  ver¬ 
sions  grant  a  reduction  in  tax  liability 
estimated  at  $11.7  billion  in  the  calen¬ 
dar  year  1965- — $9.5  billion  of  this  rate 
reduction  goes  to  individuals,  and  $2.2 
billion  to  corporations.  The  calendar 
year  1964  reductions  due  to  rate  changes 
are  $6.3  billion  for  individuals  and  $1.3 
billion  for  corporations. 

The  House  and  Senate  were  also  in 
agreement  on  the  acceleration  of  cor¬ 
poration  tax  payments.  This  speedup 
of  corporation  tax  payments,  while  not 
affecting  corporate  tax  liability,  is  esti¬ 
mated  to  result  in  an  increase  of  $260 
million  of  tax  receipts  to  the  Treasury 
in  the  fiscal  year  1964.  In  the  fiscal 
year  1965  this  provision  is  estimated  to 
provide  a  $900  million  offset  to  the  $1.3 
billion  reduction  in  Treasury  tax  re¬ 
ceipts  from  corporations,  due  to  rate  re¬ 
duction. 

The  Senate  withholding  date  and  rate 
were  adopted  by  the  conferees,  because 
of  the  necessity  to  gear  to  the  date  of 
enactment  the  changes  in  withholding. 
Thus,  the  withholding  rate  is  14  percent, 
instead  of  15  percent;  and  the  new  rate 
becomes  effective  for  remuneration  paid 
after  the  seventh  day  following  the  sign¬ 
ing  of  the  bill  by  the  President. 

When  the  structural  changes  and 
changes  in  capital  gains  and  losses  are 
taken  into  account,  along  with  the  re- 
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duction  in  tax  rates,  the  total  net  tax 
reduction  in  1965  amounts  to  $11.5  bil¬ 
lion,  as  agreed  to  by  the  conferees.  The 
House  version  total  was  $11.2  billion,  and 
the  Senate  version  total  was  $11.9  bil¬ 
lion.  As  agreed  to  by  the  conferees, 
$9.1  billion  of  the  net  reduction  will  go 
to  individuals,  and  $2.4  billion  to 
corporations. 

The  bill  as  agreed  to  by  the  conferees, 
in  short,  recognizes  that  the  forces  of 
'  consumer  demand  and  investment  stim¬ 
ulus  are  mutually  reinforcing,  and  that 
'their  interaction  will  provide  our  econ¬ 
omy  with  a  strength  that  neither  would 
offer  alone. 

This  is  a  fair  bill  in  terms  of  the  dis¬ 
tribution  of  individual  tax  reductions 
among  the  various  income  groups. 

Eighty-five  percent  of  American  tax¬ 
payers  earn  $10,000  or  less.  These  peo¬ 
ple,  who  now  carry  50  percent  of  the  tax 
load,  will  receive  60  percent  of  the 
benefits  under  the  bill. 

Taxpayers  in  the  bottom  income 
group — those  earning  $3,000  or  less — will 
get  three  times  the  percentage  tax  re¬ 
duction  of  those  in  the  top  of  the  income 
group,  earning  $50,000  up. 

However,  the  benefits  of  this  tax  cut 
will  not  be  limited  to  the  direct  and  im¬ 
mediate  dollar  benefits  that  will  go  to 
taxpayers  as  a  result  of  the  cut  itself. 
As  consumer  purchasing  power  is  in¬ 
creased,  it  will  provide  a  vital  and  im¬ 
mediate  stimulus  to  our  economy. 

A  higher  level  of  economic  activity  will 
benefit  those  who  are  working,  by  in¬ 
creasing  the  opportunities  for  advance¬ 
ment.  Even  more  important,  the  bill 
will  benefit  the  4  million  Americans  who 
now  are  jobless — because  only  with  a 
higher  level  of  production  and  demand 
can  we  expect  our  economy  to  generate 
the  millions  of  additional  jobs  that  will 
be  needed  each  year  in  the  years  ahead. 

A  major  goal  ..of  the  entire  tax  pro¬ 
gram  is  the  provision  of  more  jobs.  At 
present,  an  estimated  1  million  jobs  an¬ 
nually  are  lost,  due  to  automation.  A 
million  more  will  be  required  each  year, 
to  meet  the  needs  of  new  workers  enter¬ 
ing  the  labor  market. 

It  is  impossible  to  predict  with  accu¬ 
racy  exactly  how  many  jobs  will  be  pro¬ 
duced  as  a  result  of  the  tax  cut;  but  it 
has  been  estimated  that  when  the  reduc¬ 
tions  are  fully  effective,  up  to  3  million 
additional  new  jobs  will  be  available  each 
year.  These  are  new  jobs — jobs  that  do 
not  exist  today,  jobs  that  could  not  be 
created  under  today’s  reluctant  economic 
atmosphere.  These  are  jobs  that  are 
vital  to  our  Nation’s  youth,  to  our  Na¬ 
tion’s  older  people,  and  to  our  Nation’s 
-workers,  consumers,  and  families. _ _ 


The  tax  program  will  help  fight  the 
war  on  poverty.  It  will  help  partly  be¬ 
cause  as  more  jobs  are  provided,  there 
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will  be  a  greater  chance  that  those  now 
jobless  can  find  work.  It  is  a  measure 
which  will  benefit  all  taxpayers. 

Mr.  President,  the  bill  will  breathe 
new  life  into  our  private  economy. 

The  bill  will  give  our  economy  new 
weapons  and  new  responsibilities  to  help 
it  move  with  maximum  momentum  far 
closer  to  its  enormous  gross  national 
product  potential. 

The  bill  will  contribute  much  to  the 
solution  of  our  most  pressing  economic 
problems — unemployment  and  persistent 
deficits  in  our  budget  and  in  our  interna¬ 
tional  balance-of-payments  account. 

The  bill  offers  the  promise  of  restoring 
a  balanced  budget  by  1967  or  1968.  It 
would  accomplish  this  largely  through 
expansion  of  the  private  sector  of  our 
economy,  as  the  restraining  shackles  of 
high  tax  rates  are  loosened.  In  this  re¬ 
spect,  the  bill  expresses  a  vote  of  con¬ 
fidence  in  the  American  free  entei  prise 
system. 

American  business  supports  the  tax 
cut.  The  American  people  are  over- 
i  whelmingly  in  support  of  a  tax  cut  im¬ 
mediately.  A  recent  Louis  Harris  sur¬ 
vey  indicated  that  the  public  favors  an 
immediate  tax  reduction  by  an  over- 
;  whelming  majority— better  than  2  to  1. 

If  our  free  enterprise  system  is  to 
.  maintain  this  country  as  the  first  among 
nations  both  militarily  and  economically, 
let  us  get  on  with  the  job  of  assuring 
that  our  economy  makes  a  maximum 
contribution  to  that  effort.  Let  us  free 
our  private  economy  from  the  restrain¬ 
ing  tax  burdens  which  now  hold  it  back. 
This  bill  will  do  it. 

The  bill  as  agreed  to  by  the  conferees 
is  in  the  best  national  interest.  Yes¬ 
terday,  it  received  the  overwhelming  ap¬ 
proval  of  the  House  of  Representatives. 
Today,  it  merits — and  I  am  sure  it  will 
receive — the  overwhelming  approval  of 
the  Senate  of  the  United  States. 

I  urge  approval  of  the  conference 
report. 

Mr.  President,  it  has  been  my  privilege 
to  have  participated  as  a  Senate  con¬ 
feree  in  several  conferences  on  various 
phases  of  legislation;  but  never  before 
have  I  sat  in  a  conference  in  which  it 
seemed  to  me  that  each  of  the  House 
conferees  and  each  of  the  Senate  con¬ 
ferees  was  so  highly  motivated  by,  and 
responsible  to,  his  duties,  in  trying  to  ad¬ 
just  the  differences  between  the  House 
and  the  Senate  versions.  I  congratulate 
both  the  House  conferees  and  the  Senate 
conferees. 
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I  also  congratulate  the  junior  Senator 
from  Louisiana  TMr.  Long],  who  not 
only  guided  the  bill  through  the  Finance 
Committee,  but  also  led  it  during  the 
Senate  debate  and  quarterbacked  its 
passage  by  the  Senate,  and  also  did  a 
magnificent  job  in  the  conference  in 
adjusting  the  differences  between  the 
House  and  the  Senate  versions.  To  him 
goes  a  great  deal  of  credit.  Not  only  has 
he  demonstrated  great  capacity  in  this 
field;  in  addition,  he  fully  entered  into 
the  problems  involved,  and  did  so  with 
a  thoroughness  which  is  to  be  greatly 
admired.  He  completely  accepted  his  re¬ 
sponsibilities  and  duties,  and  rendered 
an  outstanding  service  in  every  respect. 

'  Mr.  President,  I  have  a  number  of 
newspaper  editorials  which  refer  to  the 
outstanding  service  the  Senator  from 
Louisiana  performed  in  connection  with 
the  tax  bill.  I  ask  unanimous  consent 
that  the  editorials  be  printed  in  the 
Record. 

There  being  no  objection,  the  edi¬ 
torials  v/ere  ordered  to  be  printed  in  the 
Record,  as  follows: 

[From  the  Philadelphia  (Pa.)  Inquirer,  Feb. 

16, 1964] 

A  Legislative  Artist  at  Work:  How  Senator 
Long  Engineered  the  Tax  Bill  to  Victory 
(By  Jerome  S.  Cahill) 

Washington. — When  the  $11.6  billion  tax 
reduction  bill  goes  to  the  White  House  soon 
to  be  signed  into  law,  Senator  Russell  B. 
Long,  Democrat,  of  Louisiana,  will  have  spe¬ 
cial  reason  for  satisfaction. 

As  floor  manager  of  the  bill,  the  chunky 
Louisianian  with  the  rapier  wit  steered  the 
measure  virtually  unscathed  through  the 
Senate,  past  a  host  of  amendments  which 
could  have  brought  hopes  for  the  tax  reduc¬ 
tion  crashing. 

More  than  150  proposed  changes  were 
fought  off  during  the  bill’s  hectic  7  days  on 
_the  Senate  floor.  Observers,  awed  by  Long’s 
defensive  skill  in  protecting  the  measure, 
likened  him  to  Andy  Robustelli  of  the  New 
York  Giants. 

Interviewed  last  week  as  Senate-House 
conferees  initiated  talks  designed  to  iron  out 
differences  and  bring  the  measure  back  to 
both  Houses  for  final  passage  in  the  next  few 
days,  the  Senator  said  he  looked  back  upon 
his  experience  as  might  a  novice  fisherman. 

CAUGHT  A  WHALE 

Noting  that  his  first  attempt  at  the  floor 
managership  of  a  major  piece  of  revenue 
legislation  involved  the  biggest  tax  reduction 
in  the  country’s  history,  he  said: 

"I  got  my  baptism  with  a  whopper — like  a 
kid  who  has  gone  fishing  for  the  first  time 
and  caught  a  whale,”  he  said. 

Landing  his  whale  required  7  legislative 
working  days  for  Long,  from  January  31 
when  the  Senate  took  up  the  bill,  until 
February  7  when  the  measure  finally  passed 
by  a  vote  of  77  to  21.  Years  of  experience 
went  into  those  7  days,  however. 

"I  think  the  best  training  I  had,”  the  Sen¬ 


ator  said  with  a  grin,  "was  my  experience  in 
being  ’on  the  attack,’  of  trying  to  amend  • 
somebody  else’s  revenue  and  foreign  aid  bills 
in  years  gone  by.” 

Long  found  himself  trying  to  forecast  his 
adversaries’  tactics — and  then  trying  to  out- 
maneuver  them  with  a  combination  of  pro¬ 
cedural  expertise,  persuasion,  tact,  and  hu- 
mor. 

ONE  MAJOR  DEFEAT  /  '  '  ~ 

Only  on  one  major  issue  was  he  unsuccess¬ 
ful,  the  47-to-41  vote  on  February  3  that  ap¬ 
proved  Senator  Albert  Gore’s,  Democrat,  of 
Tennessee,  amendment  to  curtail  tax  bene¬ 
fits  enjoyed  by  Americans  living  abroad. 

The  defeat  came  early  in  debate,  and  Long 
frankly  admits,  “it  scared  me  to  lose  on  the 
first  day  like  that." 

He  explained  that  psychology  is  important 
on  the  floor  of  the  Senate.  Adversaries  have 
been  known  to  exploit  the  success  of  an 
initial  amendment  into  a  roller  coaster  ride 
of  changes  that  have  radically  altered  the 
pending  bill. 

Three  close  votes  the  following  day  went 
Long’s  way,  however.  A  college  tuition  tax 
plan  by  Senator  Abraham  A.  Ribicoff,  Dem¬ 
ocrat,  of  Connecticut,  was  defeated  48  to  45, 
and  a  companion  proposal  by  Senator  Win¬ 
ston  L.  Prouty,  Republican,  of  Vermont,  to 
help  working  students,  died  in  a  47-to-47 
deadlock. 

Then  a  compromise  by  Senator  Everett 
M.  Dirksen,  Republican,  of  Illinois,  to  place 
a  $3C0  ceiling  on  the  4 -percent  credit  on 
dividend  income  was  rejected  47  to  44,  and 
on  the  following  day,  another  Dirksen  pro¬ 
posal,  to  repeal  excise  taxes  on  Jewelry,  lug- 
gage,  and  toilet  preparations,  went  down  48 
to  25. 

On  each  of  these  votes,  Long  did  his 
best  to  make  sure  that  as  many  Senators  as 
possible  were  on  the  floor  to  hear  both  sides 
in  the  debate.  He  said  that,  contrary  to 
popular  belief,  Senators  often  haven’t  made 
up  their  minds  by  the  time  a  bill  reaches 
the  floor  and  can  be  swayed  by  a  persuasive 
argument. 

a  dual  purpose 

“I  don’t  care  how  much  lobbying  has  gone 
on,”  he  said.  “I  think  a  majority  will  go 
to  the  side  that  carries  the  debate.” 

Helping  to  smooth  the  way  was  Long’s  tact¬ 
ful  acknowledgment  of  the  problems  faced 
by  his  colleagues. 

On  a  number  of  occasions,  he  accepted 
minor  amendments,  promising  to  “take  them 
to  conference.”  The  unspoken  understand¬ 
ing  was  the  amendments  would  be  dropped 
if  the  House  conferees  objected. 

•  And  on  the  final  day  of  debate,  half  a 
dozen  amendments  were  withdrawn  after 
Long,  speaking  for  the  Finance  Committee, 
promised  to  give  the  proposals  further  con¬ 
sideration  and  study  in  a  more  appropriate 
forum. 

Such  courtesies  serve  a  dual  purpose. 
They  enable  a  Senator  to  show  his  constitu¬ 
ents  that  a  pet  bill,  while  rejected,  made 
some  progress.  And  they  encourage  the  Sen¬ 
ator,  in  return,  to  vote  the  administration’s 
line,  even  though  it  may  be  unpopular. 

“This  is  something  you  almost  have  to  do,” 
said  Long.  “When,  in  some  instances,  a 
Senator  has  gone  the  political  limit  for  you, 
you  give  him  a  break  when  you  can.” _ 
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On  several  occasions,  Long  unlimbered  his 
fabled  sense  of  humor  in  defense  of  the  tax 
bill.  The  biggest  laughs  came  when  he  went 
to  work  on  an  amendment  proposed  by  Sena¬ 
tor  John  L.  McClellan,  Democrat,  of  Arkan¬ 
sas. 

Long  and  other  administration  speakers 
stressed  the  same  theme  in  the  debate— 
that  however  attractive  each  amendment 
might  be,  nothing  should  be  permitted  to 
threaten  the  ultimate  prospects  of  the  tax 
bill  itself. 

The  tuition  tax  credit  plan,  for  example, 
was  difficult  for  many  Senators  to  vote 
against.  Long  got  the  votes  he  needed  by 
pinpointing  the  high  cost  ($1.3  billion  ulti¬ 
mately),  and  by  arguing  that  an  alternate 
plan  of  tuition  loans  could  accomplish  the 
same  goal  at  less  than  half  the  price. 

In  beating  back  Dirksen’s  proposal  to  re¬ 
peal  retail  excise  taxes,  Long  argued  against 
opening  a  Pandora's  box  that  could  cost  the 
U.S.  Treasury  $5  to  $10  billion.  He  noted 
that  a  congressional  review  of  the  excise  tax 
question  would  be  held  later  in  the  year. 

The  debate  turned  out  well  for  his  side, 
but  the  lineup  of  administration  supporters 
remained  fluid  on  a  number  of  close  votes. 

“That’s  one  of  the.  things  that  made  it 
difficult,”  said  Long.  “I  never  knew  who  I 
would  have  with  me.  On  one  vote,  a  Sena¬ 
tor  would  be  with  me,  and  on  the  next  he 
would  be  on  the  other  side.” 

The  amendment  provided  that  Individual 
and  corporate  tax  rate  reductions  embodied 
in  the  bill  would  be  rescinded  if  Federal  ex¬ 
penditures  exceeded  $100  billion  a  year  in 
coming  fiscal  years. 

Well  now,  said  Long,  the  amendment 
would  in  effect  require  the  Senate  Finance 
Committee  to  tell  the  Appropriations  Com¬ 
mittee  not  to  spend  so  much  money.  But 
the  Appropriations  Committee  is  composed 
of  experts  in  their  own  field. 

Was  he,  under  the  amendment,  supposed 
to  tell  Carl  Hayden,  Democrat,  of  Arizona, 
committee  chairman,  or  Richard  B.  Russell, 
Democrat,  or  Georgia,  how  to  conduct  their 
affairs?  Long  waxed  incredulous. 

“I  go  to  him  for  advice  rather  than  he 
coming  to  me,”  he  said  of  Russell,  to  laugh¬ 
ter. 
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The  Senator  ticked  off  such  other  commit¬ 
tee  seniors  as  Allen  .T.  Eiiender  D°mocrat, 
of  Louisiana,  and  Lister  Hill,  Democrat  of 
Alabama,  also  Senate  veterans. 

"Read  down  the  list,”  he  commanded. 

ri..wn,  —  staler  ^endtors  grinned  in  antici¬ 
pation,  Long  did  so,  a  note  of  triumph  in 
his  voice.  “Next  we  have  the  distinguished 
Senator  from  Arkansas  (Mr.  McClellan]." 

There  was  more  laughter.  _ 

Long  has  the  Chamoer  in  convulsions  as 
he  explained  that  his  only  advice  to  McClel¬ 
lan  could  be  “let  your  conscience  be  your 
guide,"  and  as  he  spelled  out  the  possible 
implications  of  the  amendment — a  tax  in¬ 
crease  instead  of  a  reduction. 

"How  do  Senators  like  that  as  a  dis¬ 
appointment?”  he  asked. 

"The  taxpayer  would  be  holding  his  sack 
out,  waiting  for  a  tax  cut.  What  do  Senators 
think.he  would  get?  A  tax  increase.” 


Long’s  logic  prevailed.  The  McClellan 
amendment  was  rejected,  61  to  34. 

The  Louisianian  regards  humor  as  a  power¬ 
ful  weapon  in  floor  debate,  but  one  that  is 
potentially  dangerous. 

"Sometimes  it’s  easier  to  destroy  an 
amendment  with  humor  than  serious  argu¬ 
ment,”  he  said.  “If  something  can  be  made 
to  look  ridiculous,  it  won’t  pass.” 

INSULTS  AVOIDED 

On  the  other  hand,  humor  can  make 
enemies,  and  Long  was  careful,  during  the 
tax  bill  debate,  to  avoid  jibes  that  might 
have  been  interpreted  by  a  contending  Sen¬ 
ator  as  a  personal  insult.  On  at  least  one 
occasion,  he  refrained  from  Joking  about  an 
amendment  because  he  knew  it  would  hold 
Its  author  up  to  serious  ridicule. 

Senator  Harry  F.  Byrd,  Democrat  of  Vir¬ 
ginia,  chairman  of  the  Finance  Committee, 
did  not  support  the  tax  bill-  and  for  that 
reason  Long,  as  second-racking  Democrat  on 
the  panel,  drew  the  assignment. 

However,  Long  credits  the  chairman  with 
Important  contributions  toward  the  bill’s 
safe  passage,  specifically,  Byrd’s  vote  against 
the  Ribicoff  and  Prouty  amendments,  and 
against  the  Dirksen  excise  repealer.  Each  of 
those  proposals  were  defeated  by  three  votes 
or  less. 

“And  Senator  Byrd  is  always  good  for  more 
votes  than  Just  Harry  Byrd’s,”  Long  said. 
He  said  the  Virginia  Senator’s  vote  probably 
influenced  *  omi")*  ~r  three  other  Senators 
to  vote  in  the  same  way. 

Jn  the  final  hours  of  debate  on  the  tax 
bill,  Minority  Leader  Dirksen  sent  a  letter 
to  the  floor  from  his  hospital  bed,  where  he 
was  under  treatment  for-  a  stomach  ulcer. 
He  complained  that  pressure  from  the  White 
House — he  called  it  “that  new  White  House 
telephonic  half  nelson  known  as  the  Texas 
twist” — was  responsible  for  defeating  some 
of  the  amendments. 

In  reply,  Long  said  that  while  White  House 
aids  Larry  O’Brien  and  Mike  Manatos  helped 
"where  they  could”  with  head  counts,  “I 
don’t  know  of  a  single  instance  where  Presi¬ 
dent  Johnson  called  a  Senator  direct  on  this 
bill.” 

UNSUNG  HERO 

The  Senator  said  that  if  anyone  should  be 
characterized  the  unsung  hero  of  the  bill’s 
passage  through  the  Senate,  that  person 
should  be  Henry  H.  Fowler,  Under  Secre¬ 
tary  of  the  Treasury. 

Throughout  the  debate,  Fowler  was  avail¬ 
able  at  the  Capitol  or  on  the  telephone  to 
answer  questions  and  to  lend  his  persuasive¬ 
ness  to  the  administration’s  position.  Long 
pointed  out. 

The  Senator  also  credited  staff  mpmb»rs 
of  the  congressional  taxation  committees 
who  provided  him  with  material  w*th  wmch 
to  answer  queries  that  came  up  during  the 
floor  debate. 

After  the  bill  finally  passed,  Mr.  Johnson 
delayed  his  flight  to  Texas  to  extend  personal 
congratulations  to  Long. 

And  on  the  Senate  floor,  Senator  William 
Proxmire,  Democrat,  of  Wisconsin,  summed 
up  the  feeling  of  Senators  who  went  up 
against  Long  with  amendments — and  lost. 
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"The  Senator  from  •  Louisiana  not  only 
made  this  monstrous  tax  bill  appear  good 
enough  to  win  the  votes  of  an  overwhelming 
majority  of  Senators,”  Proxmire  said.  “He 
made  those  of  us  who  fought  It  to  the  bit- 
— ter  end  and  suffered  defeat  grudgingly  enjoy 
seeing  an  obvious  legislative  artist  In  action.” 

I  - 

(Prom  the  Philadelphia  (Pa.)  Inquirer, 
Feb.  16,  1964] 

Man  in  the  News 

Russell  Billiu  Long  was  barely  4  days 
over  the  constitutional  minimum  age  of  30 
for  the  U.S.  Senate  when  he  was  first  elected, 
In  1948,  to  fill  a  vacancy  In  that  body  where 
his  father,  Huey  Pierce  Long,  the  “Kingfish,” 
had  served  so  flamboyantly  until  his  as¬ 
sassination  in  September  1935. 

Now  a  mature  45,  he  still  represents  the 
populist  Ideals  that  made  his  father  the  un¬ 
disputed  political  boss  of  Louisiana.  He 
also  resembles  his  father  In  his  ability  to 
keep  the  Senate  convulsed  in  laughter  but 
it  is  doubtful  whether  anyone  ever  conferred 
upon  the  elder  Long  the  accolade  earned  by 
the  son  for  his  management  of  the  tax 
reduction  bill  now  awaiting  the  President’s 
signature:  "a  legislative  artist."^ 

It  was  an  honor  won  by  a  diligent  appren¬ 
ticeship  in  politics.  By  his  own  account, 
Russell  Long’s  approach  to  legislation  in 
general  is  that  "what  is  good  for  Louisiana 
is  good  for  the  country.”  On  most  economic 
issues  he  takes  the  liberal  side  but  defends 
his  State’s  Interests  such  as  oil  and  gas, 
sugar,  rice,  cotton  and  dairying. 

On  medicare,  which  is  about  to  come 
before  Congress  again,  he  has  favored  “rea¬ 
sonable”  measures  to  help  the  aged.  But, 
he  once  said  flatly,  "I  don’t  think  the  Fed¬ 
eral  Government  ought  to  be  taxing  us  to 
-pay  medical  bills  for  people  who  are  per¬ 
fectly  well  able  to  pay  for  it  themselves.” 

In  civil  rights,  Long  has  argued  against 
"forced  integration”  or  efforts  to  “regulate 
prejudice”  and  has  protested  the  use  of 
Federal  power  to  force  the  enrollment  of 
Negro  students  in  previously  white  univer¬ 
sities.  ^  v  A 

As  the  son  of  a  man  who  made  filibuster 
histo.y  in  the  Senate  in  the  1930’s,  Russell 
Long  has  called  the  Senate’s  power  of  un¬ 
limited  debate  "One  of  our  most  precious 
heritages.”  In  his  maiden  speech  in  the 
Senate  in  1949,  he  hailed  it  as  a  weapon 
that  protected  minorities  from  "some  op¬ 
pressive  group  grinding  them  to  dust.” 

That,  too,  is  an  issue  of  immediate  im¬ 
portance,  since  the  Senate  is  about  to  con¬ 
sider  the  civil  rights  bill  recently  passed  by 
House. 

It’s  only  fair  to  point  out  that  Long  has 
used  the  same  weapon  in  behalf  of  so-called 
liberal  causes.  Most  recently,  he  Joined  fili¬ 
bustered  in  1962,  to  oppose  a  bill  which  au¬ 
thorized  the  creation  of  a  privately  held 
communications  satellite  corporation. 

Long  entered  Louisiana  State  University 
the  year  his  father  was  shot  to  death,  in  def¬ 
erence  to  the  older  man’s  wishes.  (He  had 
wanted  to  attend  Princeton.)  As  an  under¬ 
graduate  he  was  not  an  outstanding  student 
but  he  stood  third  in  his  law  school  class. 

During  wartime  service  in  the  Navy  he 
rose  from  seaman  apprentice  to  lieutenant 


and  won  four  battle  stars  while  commanding 
landing  craft  in  the  Invasions  of  north 
Africa,  Sicily,  Anzio  and  southern  France. 

He  entered  State  politics  in  1948  to  help 
his  uncle,  Earl  Long,  win  the  governorship. 
Later  the  same  year  he  was  elected  to  the 
Senate  to  fill  an  unexplred  term  and  has 
served  there  continuously  since.  ,  •  - 

He  acquired  wide  legislative  experience  on 
these  committees:  Armed  Service,  Foreign 
Relations,  Interior  and  Insular  Affairs,  Bank¬ 
ing  and  Currency,  Post  Office  and  Civil  Serv¬ 
ice,  Rules  and  Administration,  and  Govern¬ 
ment  Operations.  Upon  the  death  of  the  late 
Senator  Robert  S.  Kerr,  Democrat,  of  Okla¬ 
homa,  he  became  second-ranking  Democrat 
on  the  Finance  Committee,  which  handles 
such  matters  as  taxes,  welfare  programs,  so¬ 
cial  security  and  tariffs. 

In  foreign  policy,  Long  has  voted  against 
foreign  aid  bills  for  a  number  of  years  on  the 
grounds  that  the  program  is  wasteful  and 
that  money  often  goes  to  the  wrong  coun¬ 
tries. 

His  wife  is  the  former  Katherine  Mae  Hat- 
tic;  they  have  two  daughters,  Rita  Kather¬ 
ine  and  Pamela  Rust. 

Writers  frequently  comment  on  Russell 
Long’s  strong  physical  resemblance  to  his 
father  and  on  the  similarity  of  their  voices 
and  mannerisms. 

One  of  his  objectives  has  long  been  to 
get  his  father  "a  fair  hearing.” 

“He  had  many  human  faults,”  he  once 
admitted,  "but  everything  he  did  was  in¬ 
tended  to  help  the  common  people  and  the 
poor.” 


(From  the  Washington  (D.C.)  Post,  Feb.  21, 

1964] 

The  Conference’s  Tax  Bill 

Senator  Russell  B.  Long,  who  effectively 
guided  the  tax  bill  through  the  Senate,  accu¬ 
rately  characterized  the  work  of  the  House- 
Senate  conferees  when  he  said  that,  “I  think 
the  committee  saved  the  best  of  both  Houses 
and  left  out  the  worst  of  both  Houses.” 

No  difficulty  was  anticipated  in  obtaining 
the  assent  of  the  House  Members  to  the  im¬ 
mediate  reduction  of  the  withholding  tax 
rates  from  18  to  14  percent.  That  was  the 
most  important  difference  between  the  two 
bills,  and  it  has  happily  been  resolved  by 
adopting  the  version  which  the  administra¬ 
tion  had  urged  upon  the  Senate. 

Many  of  the  reforms  which  the  adminis¬ 
tration  proposed  were  rejected  or  severely 
attentuated  by  the  tax  writing  committees, 
and  yet  it  would  not  be  fair  to  say  that  the 
conference  bill  is  devoid  of  efforts  to  elimi¬ 
nate  the  glaring  inequities. 

The  4-percent  tax  credit  on  dividends, 
ostensibly  enacted  to  reduce  double  taxation, 
will  be  repealed  after  this  year.  Minimum 
standard  deductions  are  increased  to  elimi¬ 
nate  an  unconscionable  burden  on  those  in 
the  lowest  income  class:  a  married  couple 
with  two  children  earning  $3,000  will  pay  no 
income  tax.  The  rules  governing  stock  op¬ 
tions  have  been  tightened.  And  while  the 
mineral  depletion  allowance  loopholes  will 
remain  open,  a  technical  change  governing 
the  definition  of  operating  units  in  the  gas 
and  oil  industries  will  raise  an  additional 
$40  million. 
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But  the  most  significant  victory  was 
achieved  In  beating  back  a  capital  gains  pro¬ 
vision  which  would  have  made  the  tax  sys¬ 
tem  far  more  lncc.ultable  than  It  now  Is. 
The  Senate  refused  to  adopt  the  complex 
provisions  of  the  House  bill  which  would 
havo  reduced  the  maximum  rates  on  long¬ 
term  capital  gains  from  25  to  21  percent 
while  falling  to  tax  the  unrealized  gains  on 
bequeathed  assets.  Once  again  the  con¬ 
ferees  upheld  the  administration  by  reject¬ 
ing  the  capital-gains  tax  reduction,  giving 
ground  on  the  relatively  minor  Issue  of  a 
,  more  liberal  rule  for  the  carrying  forward  of 
capital  losses  against  future  tax  liabilities. 

Counsels  of  perfection  should  not  be  in¬ 
voked  In  appraising  legislation  which  is 
fashioned  in  the  Jungle  of  conftlcting  Inter¬ 
est  groups.  With  a  clearer  administration 
strategy  from  the  outset,  Congress  might 
have  completed  its  work  in  less  than  14 
months  or  it  might  have  been  persuaded  to 
write  a  more  equitable  bill.  But  these 
shortcomings  are  overshadowed  by  the  larg¬ 
est  tax  reduction  in  modern  history,  one 
that  is  sufficient  to  provide  a  powerful 
stimulus  to  the  growth  of  income  and  em¬ 
ployment. 

[P.  3682 ] 

Mr.  MANSFIELD.  Mr.  President,  I 
commend  the  distinguished  junior  Sen¬ 
ator  from  Florida  [Mr.  Smathers]  for 
his  statement,  and  join  in  his  commen¬ 
dations  of  the  distinguished  junior  Sen¬ 
ator  from  Louisiana  [Mr.  Long],  who 
rendered  an  outstanding  and  truly  mag¬ 
nificent  service  in  handling  the  tax  bill 
on  the  floor  of  the  Senate.  Much  credit 
likewise  goes  to  his  able  lieutenants,  the 
Senator  from  Florida  [Mr.  Smathers] 
and  the  Senator  from  New  Mexico  [Mr. 
Anderson]. 

In  addition,  credit  should  go  to  Sena¬ 
tors  who  were  opposed  to  the  bill,  because 
they  cooperated,  even  though  they  were 
not  In  favor  of  the  bill,  and  they  gave 
the  leadership  every  bit  of  assistance 
they  could,  despite  the  views  they  per¬ 
sonally  held. 


[P.  3687} 

REVENUE  ACT  OF  1964- 
CONFERENCE  REPORT 

Mr.  CURTIS.  Mr.  President,  the 
Senate  is  about  to  consider  the  confer¬ 
ence  report  on  the  tax  measure.  While  I 
cannot  support  the  tax  bill  on  the  ground 
that  we  are  increasing  the  national  debt 
by  reducing  taxes,  I  believe  that  every 
Senator  has  an  obligation  to  make  the 
bill  as  good  as  possible.  It  is  my  opinion 
that  if  we  are  to  reduce  revenues  by  $11 
billion,  the  retail  excise  taxes  should  be 
abolished.  Those  are  a  harassment  to 
merchants,  whether  they  be  druggists, 
jewelers,  department  store  owners  and 
operators,  or  others. 

I  especially  wish  to  express  regret  that 
_the  provision  adopted  by  the  Senate  in 


reference  to  political  contributions  did 
not  prevail  in  conference.  The  Senate 
version  of  the  bill  provided  that  a  politi¬ 
cal  contribution  up  to  $50  per  person  or 
$100  per  couple  would  be  treated  as  a 
deduction  for  purposes  of  individual  in¬ 
come  tax  computation.  That  would  have 
been  a  great  step  toward  better  govern¬ 
ment.  It  would  have  encouraged  politi¬ 
cal  giving  to  candidates  and  parties  and 
to  political  causes  on  a  very  broad  base. 
It  would  have  lessened  the  dependence  in 
political  campaigns  upon  pressure 
groups,  individuals  with  considerable 
sums  of  money,  and  those  individuals 
who  might  have  some  particular  ulterior 
and  selfish  motives  involved. 

If  we  were  to  examine  a  list  of  orga¬ 
nizations,  a  contribution  to  which  would 
permit  a  tax  deduction, .  we  would  find 
that  it  would  cover  a  broad  scope.  They 
include  various  organizations  for  kind 
treatment  to  animals  and  various  types 
of  educational  and  philanthropic  causes. 
No  doubt  all  or  most  of  them  are  very 
worthy. 

But  there  are  few  causes  more  worthy 
than  the  cause  of  good  government.  In¬ 
dividual  citizens  should  be  encouraged  to 
work  in  the  party  of  their  choice.  They 
should  be  encouraged  to  contribute  to  it. 
The  modest  amount  involved  would  have 
prevented  dependence  for  political  fi¬ 
nancing  upon  groups  that  should  not  be 
turned  to  for  such  assistance. 

The  ACTING  PRESIDENT  pro  tem¬ 
pore.  The  time  of  the  Senator  from 
Nebraska  has  expired,  a  ^ 


[P.  3556} 

REVENUE  ACT  OF  196^- 
CONFERENCE  REPORT 

The  Senate  resumed  the  consideration 
of  the  report  of  the  committee  of  con¬ 
ference  on  the  disagreeing  votes  of  the 
two  Houses  on  the  amendments  of  the 
Senate  to  the  bill  (H.R.  8363)  to  amend 
the  Internal  Revenue  Code  of  1954  to 
reduce  individual  and  corporate  income 
taxes,  to  make  certain  structural  changes 
with  respect  to  the  income  tax,  and  for 
other  purposes.  ’  /_•.  /  / 

Mr.  MANSFIELD.  Mr.  President,  a 
parliamentary  inquiry. 

The  ACTING  PRESIDENT  pro  tem¬ 
pore.  The  Senator  from  Montana  will 
state  it. 

Mr.  MANSFIELD.  On  the  basis  of 
the  agreement  entered  into  yesterday, 
the  question  now  is  on  agreeing  to  the 
conference  report? 

The  ACTING  PRESIDENT  pro  tem¬ 
pore.  The  Senator  is  correct.  The 
question  is  on  agreeing  to  the  conference 
report,  but  the  yeas  and  nays  have  not 
yet  been  ordered. _ 
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Mr.  MANSFIELD.  Mr.  President,  I 
ask  for  the  yeas  and  nays. 

The  yeas  and  nays  were  ordered. 

The  ACTING  PRESIDENT  pro  tem¬ 
pore.  The  question  is  on  agreeing  to 
the  conference  report.  On  this  question 
the  yeas  and  nays  have  been  ordered; 
and  the  clerk  will  call  the  roll. 

The  legislative  clerk  proceeded  to  call 
the  roll.  ^ 


Aiken 

NAYS— 19 
Hickenlooper 

Simpson 

Bennett 

Lausche 

Stennls 

Byrd.  Va. 

McClellan 

Thurmond 

Curtia 

Mechem 

Tower 

EHender 

Miller 

Williams,  Del. 

Ervin 

Proxmire 

Gore 

Russell 

NOT  VOTING — 7 

Anderson 

Hart 

Moss 

Cotton 

Hruska 

Neuberger 

Goldwater 

Mrs.  NEUBERGER  (after  having 
voted  in  the  negative).  Mr.  President, 
on  this  vote  I  have  a  pair  with  the  Sena¬ 
tor  from  Utah  [Mr.  Moss].  If  he  were 
present  and  voting,  he  would  vote  “yea.** 
If  I  were  at  liberty  to  vote,  I  would  vote 
“nay.”  I  therefore  withdraw  my  vote. 

Mr.  HUMPHREY.  I  announce  that 
the  Senator  from  New  Mexico  [Mr.  ■ 
Anderson],  the  Senator  from  Michigan 
[Mr.  Hart],  and  the  Senator  from  Utah 
[Mr.  Moss]  are  absent  on  official  busi¬ 
ness. 

I  further  announce  that,  if  present  and  . 
voting,  the  Senator  from  Michigan  [Mr. 
Hart]  would  vote  “yea.” 

Mr.  KUCFEL.  I  announce  that  the 
Senator  from  New  Hampshire  [Mr. 
Cotton],  the  Senator  from  Arizona  [Mr. 
Goldwater],  and  the  Senator  from 
Nebraska  [Mr.  Hruska]  are  necessarily 


So  the  conference  report  was  agreed  to. 

Mr.  MANSFIELD.  Mr.  President,  I 
move  to  reconsider  the  vote  by  which  the 
conference  report  was  agreed  to. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  I  move  to  lay  that  motion  on  the 
table. 

The  motion  to  lay  on  the  table  was 
agreed  to. 


[P.  3499 ] 

MESSAGE  FROM  THE  SENATE 

i 

A  message  from  the  Senate  by  Mr. 
Arrington,  one  of  its  clerks,  announced 
that  the  Senate  agrees  to  the  report  of 
the  committee  of  conference  on  the  dis¬ 
agreeing  votes  of  the  two  Houses  on  the 
amendments  of  the  Senate  to  the  bill 
(H.R.  8363)  entitled  “An  act  to  amend 
the  Internal  Revenue  Code  of  1954  to 


absent. 

On  this  vote,  the  Senator  from  New 
Hampshire  [Mr.  Cotton]  is  paired  with 
the  Senator  from  Arizona  [Mr.  Gold- 
water].  If  present  and  voting,  the 
Senator  from  New  Hampshire  would 
vote  “yea”  and  the  Senator  from  Arizona 
would  vote  “nay.” 

If  present  and  voting,  the  Senator 
from  Nebraska  [Mr.  Hruska]  would  vote 

“nay.” 

The  result  was  announced — yeas  74, 
nays  19,  as  follows: . 

[No.  44  Leg.] 

YEAS— 74 


Allott 

Hartke 

Morse 

Bartlett 

Hayden 

Morton 

Bayh  , 

Hill 

Mundt 

Beall 

Holland 

Muskle 

Bible 

Humphrey 

Nelson. 

Boggs 

Inouye 

Pas  tore 

Brewster 

Jackson 

Pearson 

Burdick 

Javits 

Pell 

Byrd,  W.  Va. 

Johnston 

Prouty 

Cannon 

Jordan,  N.C. 

Randolph 

Carlson 

Jordan,  Idaho 

Riblcoff 

Case 

Keating 

Robertson 

Church 

Kennedy 

Saltonsrtall 

Clark 

Kuchel 

Scott 

Cooper 

Long,  Mo. 

Smathers 

Dirksen 

Long,  La. 

Smith 

Dodd 

Magnuson 

Sparkman 

Dominick 

Mansfield 

Symington 

Douglas 

McCarthy 

Talmadge 

Eastland 

McGee 

Walters 

Edmondson 

McGovern 

Williams,  N.J. 

Engle 

McIntyre 

Yarborough 

Fong 

McNamara 

Young,  N.  Dak. 

Fulbright 

Metcalf 

Young,  Ohio 

Gruening 

Monroney 

reduce  individual  and  corporate  income 
taxes,  to  make  certain  structural  changes 
with  respect  to  the  income  tax,  and  for 
other  purposes.” 

The  message  also  announced  that  the 
President  pro  tempore  had  appointed 
Mr.  Clark,  Mr.  Pell,  Mr.  Hickenlooper, 
and  Mr.  Carlson  to  be  members  of  the 
U.S.  delegation  to  the  18-Nation  Confer¬ 
ence  of  Arms  Control  and  Disarmament 
Agency,  Geneva,  Switzerland. 

The  message  further  announced  that 
the  President  pro  tempore,  pursuant  to 
title  46,  United  States  Code,  section  1126c, 
had  appointed  Mr.  Nelson  to  be  a  mem¬ 
ber  of  the  Board  of  Visitors  to  the  U.S. 
Merchant  Marine  Academy. 


[P.  3740] 

MESSAGE  FROM  THE  HOUSE — 
ENROLLED  BILL  SIGNED 

A  message  from  the  House  of  Repre¬ 
sentatives,  by  Mr.  Bartlett,  one  of  its 
reading  clerks,  announced  that  the 
Speaker  had  affixed  his  signature  to  the 
enrolled  bill  (H.R.  8363)  to  amend  the 
Internal  Revenue  Code  of  1954  to  re¬ 
duce  individual  and  corporate  income 
taxes,  to  make  certain  structural  changes 
with  respect  to  the  income  tax,  and  for 
other  purposes,  and  it  was  signed  by 
the  President  pro  tempore. 
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IP.  3773 ] 


Tax  Reduction  Now  a  Reality 


EXTENSION  OF  REMARKS 

OF 

HON.  WILLIAM  L.  ST.  ONGE 

OF  CONNECTICUT 

IN  THE  HOUSE  OF  REPRESENTATIVES 

Wednesday,  February  26, 1964 

Mr.  ST.  ONGE.  Mr.  Speaker,  the  tax 
reduction  is  now  a  reality  and  Congress 
deserves  much  credit  for  it.  Under 
leave  to  extend  my  remarks,  I  wish  to 
insert  into  the  Record  the  text  of  a  brief 
statement  regarding  the  tax-reduction 
bill  which  I  issued  soon  after  it  cleared 
both  houses  of  Congress. 

The  statement  is  as  follows: 

I  am  very  pleased  to  learn  that  the  $11.5 
billion  tax  reduction,  bill,  the  largest  tax  cut 
in  the  Nation’s  history,  has  finally  been 
passed  by  Congress. 

This  legislation  will  provide  a  much  needed 
tax  cut  on  both  individual  income  and  cor¬ 


porate  income  to  benefit  all  taxpayers.  The 

[P.  3774 ]  !' ' 


tax  reduction  ,  will  be  translated  into  an 
immediate  decrease  for  the  average  citizen 
in  the  amount  of  money  to  be  withheld 
from  his  weekly  paycheck.  This  mean 
that  the  purchasing  power  of  all  will  be 
increased. 

The  tax  cut  voted  by  Congress  will  add 
greater  strength  to  the  Nation’s  economy 
and  will  help  to  increase  production  and 
reduce  unemployment.  t 

Throughout  my  campaign  for  Congress 
2  years  ago,  I  vigorously  advocated  a  tax 
cut  for  the  people.  My  theory  at  the  time 
was  that  a  tax  cut  would  stimulate  the  U.S. 
economy  to  the  extent  that  it  would  increase 
the  output  of  goods  and  services  by  many 
billions  of  dollars  and  that  this  would,  in 
turn,  expand  the  economy  and  provide  more 
tax  revenue  to  make  up  the  loss  to  the 
Government.  This  is  now  about  to  become 
a  reality. 

I  feel  proud  that  my  pledge  to  the  people 
of  eastern  Connecticut  has  been  upheld  and 
that  my  views  on  the  need  for  a  cut  in 
taxes  have  been  reaffirmed  by  Congress. 
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Table  1. — Revenue  bill  of  1964,  H.R.  8368 — Estimated  decrease  (  — )  and  increase  (+)  in  tax  liability  1  of  provisions  of  bill 

A.  AS  APPROVED  BY  THE  CONFERENCE  (FEB.  19,  1964) 

[In  millions  of  dollars] 


REVENUE  ESTIMATES — REVENUE  BILL  OF  1964 
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REVENUE  ESTIMATES - REVENUE  BILL  OF  1964 


Table  5. — Action  by  Senate  on  H.R.  8363  resulting  in  significant  change  in  tax 
liability  over  House  bill,  calendar  years  1964  and  1965  and  long  run 

[In  millions  of  dollars] 


Action  by  Senate 

Change  in  tax  liability 
from  House  bill 

1964 

1965 

Long  run 

1.  Deduction  for  political  contributions..  ------- . . 

-25 

-5 

i  -15 

2.  Liberalized  deduction  for  child  care  expense.  . . . .  .  .  .. 

-15 

-15 

-15 

3.  Elimination  of  allocation  of  travel  expenses _  ..  .  . . .  .  . 

-5 

-5 

-5 

4.  100  percent  intercorporate  dividend  deduction  for  certain  affiliated  groups* 

-5 

-5 

-5 

5.  Restoration  of  deduction  of  State  and  local  gas  tax  and  auto  registration  fees. 

-330 

-330 

-330 

6.  Allowance  to  reimbursed  employee,  as  part  of  sales  price,  of  selling  costs 
and  loss  on  forced  sale  of  house. ..  ...  .  _ _  ------- 

-45 

-45 

-45 

7.  Elimination  of  general  capital  gains  provision  2  ....  .  .  .  -  _  . 

-100 

+40 

+260 

8.  Allowance  of  installment  sales  treatment  for  revolving  credit  plans  .  . 

-140 

-10 

-10 

9.  Permitting  election  of  10-year  carryforward  without  carryback  for  expro¬ 
priation  losses  _  -  .  ... . . . . .  . . 

(3) 

-5 

-5 

3-5 

10.  Increasing  from  $30,000  to  $70,000  the  maximum  group-term  life  insurance 
not  subject  to  tax  _  .  . . . . .  .  _ 

-5 

-5 

11.  Liberalization  of  retirement  income  credit  on  certain  joint  returns.-  .  . 

-10 

-10 

-10 

12.  Liberalization  of  restriction  on  sick-pay  exclusion _  .  .  .  .. 

-55 

-55 

-55 

13.  Reduction  of  exclusion  of  foreign  earned  income _ _ -----  . 

+10 

+10 

+10 

14.  Extension  of  head-of-household  status _  _ _ _  ------- 

-20 

-20 

-20 

15.  Extra  exemption  and  transportation  expenses  for  disabled... . . 

-185 

-185 

-185 

16.  Double  investment  credit  for  facilities  to  control  pollution _  .  .. 

-25 

-30 

-50 

Total  _  _ _ _  _ _  _ _ _ - _ 

-955 

-675 

-485 

1  $25,000,000  for  presidential  election  year;  50  percent  of  that  amount  for  congressional  election  year  and 
25  percent  for  off  year;  average  about  $15,000,000  per  year. 

2  These  differences  are  based  on  revised  estimates  of  effect  of  House  action. 

3  Less  than  $2,500,000  in  1964  and  practically  exhausted  by  1970. 

Table  6. — Action  by  Senate  on  H.R.  8363  resulting  in  significant  change  in  tax 
receipts  over  House  bill,  fiscal  years  1964  and  1965 

[In  millions  of  dollars] 


Action  by  Senate 

Change  in  tax  receipts 
from  House  bill 

Fiscal  year 
1964 

Fiscal  year 
1965 

1.  Deduction  for  political  contributions. .  .  _ 

-25 

-15 

-5 

-5 

-330 

-45 
2  -100 
-140 

(*) 

-5 

-10 

-55 

+10 

-20 

-185 

-25 

3  -530 

2.  Liberalized  deduction  for  child  care  expense _ 

3.  Elimination  of  allocation  of  travel  expenses _  _ 

(9 

4.  100  percent  intercorporate  dividend  deduction  for  certain  affiliated  groups _ 

5.  Restoration  of  deduction  of  State  and  local  gas  tax  and  auto  registration  fees  . 

6.  Allowance  to  reimbursed  employee,  as  partof  sales  price,  of  selling  costs  and 
loss  on  forced  sale  of  house  _ _ _ _ 

7.  Elimination  of  general  capital  gains  provision _  .  _ 

8.  Allowance  of  installment  sales  treatment  for  revolving  credit  plans.. . . 

9.  Permitting  election  of  10-year  carryforward  without  carryback  for  expropria¬ 
tion  losses 

10.  Increasing  from  $30,000  to  $70,000  the  maximum  group-term  life  insurance 
not  subject  to  tax _ _  .  . . .  . .  _  _ _ _ 

11.  Liberalization  of  retirement  income  credit  on  certain  joint  returns _ 

12.  Liberalization  of  restriction  on  sick -pay  exclusion _ 

13.  Reduction  of  exclusion  of  foreign  earned  income _ 

14.  Extension  of  head-of-household  status. _ _ _ _ _ _ 

15.  Extra  exemption  and  transportation  expenses  for  disabled _ _ 

16.  Double  investment  credit  for  facilities  to  control  pollution . . .  . 

17.  Postponed  termination  of  18-percent  withholding  rate  and  advanced  initiation 
of  14-percent  rate .  .  _  _  _ 

3  +530 
+15 

18.  Postponement  of  repeal  of  basis  adjustment  under  the  investment  credit _ 

Total... . . . . . . . . 

+545 

-1, 485 

1  Less  than  $2,500,000. 

2  This  difference  is  based  on  revised  estimate  of  effect  of  House  action. 

3  Assumes  effective  date  for  withholding  change  of  Mar.  8, 1964. 
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Table  7.  Action  by  Conference  on  H.R.  8363  resulting  in  significant  change  in  tax 
liability  over  House  bill  and  Senate  bill ,  calendar  years  196 4  and  1965  and  long  run 

[In  millions  of  dollars! 


Action  by  Conference 


1. 

2. 

3. 

4. 

5. 

6. 


8. 

9. 

10. 

11. 

12. 

13. 

14. 

15. 

16. 

17. 


Elimination  of  deduction  for  political  contribu¬ 
tions.... . . . 

Revision  of  deduction  for  child  care  expenses. . 

Limitation  of  allocation  of  expenses  of  travel  to 

foreign  travel — _ _ _ _ 

100  percent  intercorporate  dividend  deduction  for 

certain  affiliated  groups. . . . . 

Retention  of  deduction  of  State  and  local  tax  on 

motor  fuels _ _ _ _ _ _ 

Elimination  of  allowance  to  reimbursed  employee, 
as  part  of  sales  price,  of  selling  costs  and  loss  on 

forced  sale  of  house . . . . . 

Elimination  of  40  percent  inclusion,  additional 
holding  period,  and  21  percent  maximum  rate 

with  respect  to  capital  gains. . . . 

Allowance  of  indefinite  carryover  of  capital  losses.. 
Modification  of  allowance  of  installment  sales 

treatment  for  revolving  credit  plans . 

Permitting  election  of  10-year  carryforward  with¬ 
out  carryback  for  expropriation  losses . . 

Establishment,  of  $50,000  as  the  maximum,  group- 

term  life  insurance  not  subject  to  tax _ _ 

Liberalization,  Of  retirement  income  credit  on  cer¬ 
tain  joint  returns.— . . . . 

Modification  of  restriction  on  sick  pay  exclusion... 
Modification  of  exclusion  of  foreign  earned  income. 
Eliminatipn  of  extension  of  head-of-household 

status . . . . . . 

Elimination  of  extra  exemption  and  transporta¬ 
tion  expenses  for  disabled. . . . . 

Elimination  of  double  investment  credit  for 
facilities  to  control  pollution . . . 


Total. 


Change  in  tax  Lability 


From  House  bill 


1964 


-10 

_(2) 

-5 

-220 


3  -130 


-100 

_(2) 

-(2) 

-10 

-45 


-520 


1965 


-10 

“(1 2 3 4) 

-5 

-220 


3+10 


-5 

-5 

~(2) 

-10 

-45 

+(2) 


-290 


Long 

rim 


-10 

_(2) 

-5 

-220 


3  +230 


-5 

4-5 

_(2) 

-10 

-45 

+(2) 


-70 


From  Senate  bill 


1964 

1965 

Long 

run 

+25 

+5 

i  +15 

+5 

+5 

+5 

+  (2) 

+  (2) 

+  (2) 

+110 

+110 

+110 

+45 

+45 

+45 

-30 

-30 

-30 

+40 

+5 

+5 

+(2) 

+  (2) 

+  (2) 

+10 

+10 

+10 

-10 

-10 

-10 

+20 

+20 

+20 

+185 

+185 

+185 

+25 

+30 

+50 

+425 

+375 

+405 

1  $25,000,000  for  presidential  election  year;  50  percent  of  that  amount  for  congressional  election  year  and 

25  percent  for  off  year;  average  about  $15,000,000  per  year. 

3  Less  than  $2,500,000. 

*  These  differences  are  based  on  revised  estimates  of  effect  of  House  action. 

4  Negligible  by  1970. 
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20  REVENUE  ESTIMATES — REVENUE  BILL  OF  1964 

Table  8. — Action  by  Conference  on  H.R.  8368  resulting  in  significant  change  in 
tax  receipts  over  House  bill  and  Senate  bill ,  fiscal  years  196 and  1965. 


[In  millions  of  dollars] 


Action  by  Conference 

Change  in  tax  receipts 

From  House  bill 

From  Senate  bill 

Fiscal 
year  1964 

Fiscal 
year  1965 

Fiscal 
year  1964 

Fiscal 
year  1965 

1  TTUmtnoHnn  nf  rloHnrvMnn  fnr  nnlitical  fvmt.rihlltions  _ 

+26 

+5 

+(») 

o  i?Anicinn  /\f  fnr  oVnld  p.arp.  aiT)P.R.qas  _ 

-10 

-0) 

-5 

-220 

3.  Limitation  of  allocation  of  expenses  of  travel  to  foreign  travel. 
4!  100  percent  intercorporate  dividend  deduction  for  certain 

-0) 

+(») 

5  Retention  of  deduction  of  State  and  local  tax  on  motor  fuels. 
6.  Elimination  of  allowance  to  reimbursed  employee,  as  part 
of  sales  price,  of  selling  costs  and  loss  on  forced  sale  of  house. 
7  Elimination  of  40  percent  inclusion,  additional  holding 
period,  and  21  percent  maximum  rate  with  respect  to 

+110 

+45 

*-130 

o  AiiATTTQnna  nf  inHofinitp  parrvnwr  nf  oanital  lOSSftS 

-30 

+40 

9.  Modification  of  allowance  of  installment  sales  treatment  for 
rovolving  credit  plans  _ --------- 

-100 

-(*) 

-(*) 

-10 

-45 

10.  Permitting  election  of  10-year  carryforward  without  carry- 

11.  Establishment  of  $50,000  as  the  maximum  group-term  in- 

cnvonpA  rmt.  Qiihippl,  t.n  tftV  -  _  - _ _ 

+  (») 

12.  Liberalization  of  retirement  income  credit  on  certain  joint 

iq  TVTrkrlifir'Qti/vn  nf  rp<5trtot.inn  rvn  si c\c -na V  exclusion _ - 

+10 

-10 

+20 

+186 

+26 

i  a  TVfA/lifiAQftnni  r\i  nYr>lncinn  nf  fnrp.ifrn  pamfid  iTlPHlUft 

16!  Elimination  of  extra  exemption  and  transportation  expenses 

17.  Elimination  of  double  investment  credit  for  facilities  to 

18.  Postponed  termination  of  18-percent  withholding  rate  and 

*+530 

+15 

*  -530 

19.  Postponement  of  repeal  of  basis  adjustment  under  the  in- 
vestment  credit _ _ - - - 

Total  „  T_  _ _ 

+545 

-1, 050 

+0) 

+425 

i  Less  than  $2,500,000.  ^ 

*  This  difference  is  based  on  revised  estimate  of  effect  of  House  action. 

*  Assumes  effective  date  for  withholding  change  of  Maf,  8, 1964. 
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Table  9. — Corporate  income  tax  liability  under  present  law  and  under  H.R.  8363, 
calendar  year  corporations  with  selected  i^'ds  of  income,  calendar  years  1964  and 
1965 


Under 

present 

law 

Under  H.R.  8363 

Percentage  change 
from  present  law 

1964 

1965 

1964 

1965 

Rates 

Normal  tax  rate... . . . 

30 

22 

22 

-26. 67 

-26.67 

Surtax  rate . 

22 

28 

26 

-4-27.  27 

4  18. 18 

Combined  rate . . 

52 

50 

48 

-3. 85 

-7.69 

Tax  liability 

Taxable  Income: 

$10,000 . . . . . . . 

$3,000 

$2,200 

$2,200 

-26.  67 

-26.67 

$25,000 . . . . 

7,500 

5,500 

5,500 

-26.  67 

-26. 67 

$30,000 _ _ _ _ _ _ 

10, 100 

8,000 

7,900 

-20.  79 

-21. 78 

$40,000 . . 

15,300 

13,000 

12,700 

-15.03 

-16.99 

$50,000 . . . 

20,500 

18,000 

17,500 

-12.20 

-14.63 

$75,000 . . . . . 

33,500 

30,500 

29,500 

-8.96 

-11.  94 

$100,000 . : _ _ _ _ _ 

46,500 

43,000 

41,500 

-7.53 

-10.  75 

$200,000 . - . . 

98,500 

93,000 

89,500 

-5.58 

-9. 14 

$500,000 . i . 

254,500 

243,000 

233,500 

-4.  52 

-8.25 

$1,000,000 . _• . 

514,600 

493,000 

473,500 

-4.18 

-7.97 

$10,000,000 . . 

5, 194, 500 

4, 993, 000 

4, 793,  500 

-3.88 

-7.72 

$100,000,000. . . . . 

51,994,500 

49,993,000 

47, 993, 500 

-3. 85 

-7.70 
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Table  10. — Revenue  bill  of  1964,  H.R.  8863 — Distribution  by  adjusted  gross  income 
class  of  the  full  year  effect  of  rate  and  structural  changes  affecting  individuals  1 

A.  AS  APPROVED  BY  THE  CONFERENCE  (FEB.  19,  1964) 


Number 

Tax 

Effect  of  revenue  bill  of  1964 

Total  tax 

Adjusted  gross  income  class 

of  taxable 

liability 

under 

(thousands  of  dollars) 

returns 

under 

revenue 

(millions) 

present 

Rate 

Structural 

Total 

bill  of 

law  2 

change 

changes 

1964  2 

In  millions  of 

dollars 

0  to  3  . . 

9.7 

1,450 

-400 

-165 

-565 

885 

3  to  5  . . 

10.5 

4,030 

-1,020 

-65 

-1,085 

2,945 

5  to  io  . . - 

22.9 

18,300 

-3, 905 

+130 

-3, 775 

14, 525 

10  to  20 . . . 

6.7 

12, 710 

-2,285 

+125 

-2,160 

10, 550 

20  to  50 . . 

1.0 

6,760 

-1, 150 

+105 

-1,045 

5, 715 

50  and  over... . . . 

.2 

4,170 

-710 

+160 

-550 

3, 620 

Total. . - 

51.0 

47,420 

-9,470 

+290 

-9, 180 

38,24(1 

Percent  distribution  by  income  class 

0  to  3  . 

19.0 

3.1 

4.2 

-56.9 

6.2 

2.3 

3  to  5  . . 

20.6 

8.5 

10.8 

-22.4 

11.8 

7.7 

5  to  10  . . . . . . - 

44.9 

38.6 

41.2 

+44.8 

41.1 

38.0 

10  to  20.. . . . 

13.1 

26.8 

24.1 

+43.1 

23.5 

27. 6 

20  to  50  _ _ _ 

2.0 

14.3 

12.1 

+36.2 

11.4 

14. 9 

50  and  over . . 

.4 

8.8 

7.5 

+55.2 

6.0 

9.5 

Total . 

100.0 

100.0 

100.0 

100.0 

100.0 

100.0 

Percent  of  tax  liability  under  present  law 

0  to  3  . 

100.0 

-27.6 

-11.4 

-39.0 

61.0 

3  to  5  . . . . . . 

100.0 

-25.3 

-1.6 

-26.9 

73.1 

5  to  10  . 

100.0 

-21.3 

+•  7 

-20.6 

79.4 

10  to  20  . 

100.0 

-18.0 

+1.0 

-17.0 

83.0 

20  to  50  . 

100.0 

-17.0 

+1.6 

-15.5 

84.5 

50  and  over... . 

100.0 

-17.0 

+3.8 

-13.2 

86.8 

Total . . 

100.0 

-20.0 

+.6 

-19.4 

80.6 

1  Excluding  effect  of  capital  gains  provisions  and  repeal  of  the  requirement  to  reduce  basis  by  amount  of 
investment  credit. 

2  Excludes  alternative  tax  on  capital  gain. 
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Table  10.  Revenue  bill  of  196^,  H.R.  8363 — Distribution  by  adjusted  gross  income 
class  of  the  full  year  effect  of  rate  and  structural  changes  affecting  individuals  1 — 
Continued 

B.  AS  PASSED  BY  THE  SENATE  (FEB.  7,  1964) 


Adjusted  gross  income  class 
(thousands  of  dollars) 

Number 
of  taxable 
returns 
(millions) 

Tax 

liability 
under 
present 
law  2 

Effect  of  revenue  bill  of  1964 

Total  tax 
under 
revenue 
bill  of 
19642 

Rate 

change 

Structural 

changes 

Total 

In  millions  of  dollars 

0  to  3 _ _ 

9.7 

1,450 

-400 

-185 

-585 

865 

3  to  5 _ _ _ _ 

10.5 

4,030 

-1,020 

-130 

-1, 150 

2,880 

5  to  10 _ 

22.9 

18, 300 

-3,  905 

-50 

-3,  955 

14;  345 

10  to  20 _ 

6.7 

12,  710 

-2,285 

+55 

-2,230 

10, 480 

20  to50 _ _ _ 

1.0 

6,  760 

-1, 150 

+65 

-1,  085 

5,  675 

60  and  over.  . . . . . 

.2 

4,170 

-710 

+145 

-565 

3,  605 

Total . . 

51.0 

47,  420 

-9,  470 

-100 

-9,  570 

37,  850 

Percent  distribution  by  income  class 

0  to  3 _ _ 

19.0 

3.1 

4.2 

+185.  0 

6.1 

2.3 

3  to  5 _ _ _ _ 

20.6 

8.5 

10.8 

+130. 0 

12.0 

7.6 

5  to  10 _ 

44.9 

38.6 

41.2 

+50.0 

41.3 

37.9 

10  to  20 _ _ 

13.1 

26.8 

24.1 

-55.0 

23.3 

27.7 

20  to  50 _ _ 

2.0 

14.3 

12.1 

-65.0 

11.3 

15.0 

50  and  over _ ...  _ 

.4 

8.8 

7.5 

-145.0 

5.9 

9.5 

Total . . . . 

100.0 

100.0 

100.0 

100.0 

100.0 

100.0 

Percent  of  tax  liability  under  present  law 

0  to  3 _ 

100.0 

-27.6 

-12.8 

-40.3 

59.7 

3  to  5 _ _ _ _ 

100.0 

-25.3 

—3  2 

-28.5 

71.5 

5  to  10  . . 

100.0 

-21.3 

-.3 

-21.6 

78.4 

10  to  20 . . 

100.0 

-18.0 

+.4 

-17.5 

82.5 

20  to  50 _ 

100.0 

-17.0 

+1.0 

-16.1 

83.9 

50  and  over _ _ 

100.0 

-17.0 

+3.5 

-13.5 

86.5 

Total _ 

100.0 

-20.0 

-.2 

-20.2 

79.8 

1  Excluding  effect  of  capital  gains  provisions  and  repeal  of  the  requirement  to  reduce  basis  by  amount  of 
investment  credit. 

*  Excludes  alternative  tax  on  capital  gain. 
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Table  10— Revenue  bill  of  1964,  H.R.  8368— Distribution  by  adjusted  gross  income 
class  of  the  full  year  effect  of  rate  and  structural  changes  affecting  individuals  1 — 
Continued 


C.  AS  PASSED  BY  HOUSE  OF  REPRESENTATIVES  (SEPT.  25,  1963) 


Adjusted  gross  income  class 
(thousands  of  dollars) 

Number 
of  taxable 
returns 
(millions) 

Tax 

liability 
under 
present 
law  * 

Effect  of  revenue  bill  of  1964 

Total  tax 
under 
revenue 
bid  of 
1964  3 

Rate 

change 

Structural 

changes 

Total 

In  millions  of  dollars 

n  to  3  . . 

9.7 

1,450 

-400 

-155 

-555 

895 

3  to  6  _ 

10.5 

4, 030 

-1,020 

-35 

-1,055 

2, 975 

5  to  10  _ 

22.9 

18,300 

-3, 905 

+255 

-3,  650 

14, 650 

10  to  20  _ 

6.7 

12, 710 

-2,  285 

+195 

-2,  090 

10, 620 

20  to  50  _ 

1.0 

6, 760 

-1, 150 

+130 

-1, 020 

5,  740 

50  and  over . . . . 

.2 

4, 170 

-710 

+185 

-525 

3, 645 

Total . . 

51.0 

47, 420 

-9,470 

+575 

-8,895 

38,525 

Percent  distribution  by  income  class 

0  to  3...'. . - _ _ 

19.0 

3.1 

4.2 

-27.0 

-6.2 

2.3 

3  to  5  _ _ 

20.6 

8.5 

10.8 

-6.1 

-11.9 

7.7 

5  to  16  _ 

44.9 

38.6 

41.2 

+44.3 

-41.0 

38.0 

10  to  20  _ 

13.1 

26.8 

24.1 

+33.9 

-23.5 

27.6 

20  to  50 _ _ 

2.0 

14.3 

12.1 

+22.6 

-11.5 

14. 9 

50  and  over... . . . . 

.4 

8.8 

7.5 

+32.2 

—5. 9 

9. 5 

Total . . . . 

100.0 

100.0 

100.0 

100.0 

1C0.0 

100.0 

Percent  of  tax  liability  under  present  law 

0  to  3  . . 

100.0 

-27.6 

-10.7 

-38.3 

61.7 

3  to  5  .  _ 

100.0 

-25.3 

-.9 

-26.2 

73.8 

5  to  10 _ _ _ _ 

100.0 

—21. 3 

+1.4 

-19.9 

80.1 

io  to  20 . . . . 

100.0 

-18.0 

+1.5 

-16.4 

83.6 

20  to  50 . . 

100.0 

-17.0 

+1.9 

-15.1 

84.9 

50  and  over... . — . 

100.0 

-17.0 

+4.4 

-12.6 

87.4 

Total... . . . . 

100.0 

-20.0 

+1-2 

-18.8 

81.2 

i  Excluding  effect  of  capital  gains  provisions  and  repeal  of  the  requirement  to  reduce  basis  by  amount  of 
investment  credit. 

*  Excludes  alternative  tax  on  capital  gains. 
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i  Excludes  effect  of  capital  gains  provisions  and  repeal  of  the  requirement  to  reduce  basis  by  2  Less  than  $2,500,000  or  0.05  percent, 

amount  of  investment  credit. 


Table  11. — Revenue  bill  of  1964,  H.R.  8363 — Distribution  by  adjusted  gross  income  class  of  the  full  year  effect  of  rate  and  structural  changes 

affecting  individuals  1 — Continued 

B.  AS  PASSED  BY  THE  SENATE  (FEB.  7, 1964) 
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3  to  5.- . 

5  to  10 . . . 

10  to  20 . . 

20  to  50 . 

50  and  over . 

Total. . . 
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Excludes  effect  of  capital  gains  provisions  and  repeal  of  the  requirement  to  reduce  basis  by  amount  of  investment  credit. 
Less  than  $2,500,000  or  0.05  percent. 
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1  Excludes  effect  of  capital  gains  provisions  and  repeal  of  the  requirement  to  reduce  basis  by  amount  of  investment  credit. 

2  Less  than  $2,500,000  or  0.05  percent. 
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Table  12. — Individual  income  tax  liability  under  present  law  and  under  H.R.  8363 


A.  SINGLE  PERSON  WITH  STANDARD  DEDUCTION 


Under  H.R.  8363 

Adjusted  gross  income  (wages  and  salaries) 

Under 

present 

law 

Amount 

Tax  reduction 

of  tax 

Amount 

Percent¬ 

age 

Calendar  Year  1964 


$62 

$18 

$44 

71 

152 

99 

53 

35 

242 

182 

60 

25 

427 

365 

62 

15 

625 

545 

80 

13 

818 

720 

98 

12 

1,048 

928 

120 

11 

1,405 

1,251 

154 

11 

sin  non  _  _ 

2,096 

1,872 

224 

11 

si9t  snn  _ _ _ 

2,982 

2, 666 

316 

11 

sir  non  _ _ 

4,002 

3,  565 

437 

11 

si  7  son  _ _ _ _ - . 

5, 153 

4,  569 

584 

11 

S9n  non  _ - _ 

6, 412 

5, 690 

722 

11 

Calendar  Year  1966 


$1,000.. 

$1,500. 

$2,000. 

$3,000. 

$4,000. 

$5,000. 

$6,000. 

$7,500. 

$10,000 

$12,500. 

$15,000 

$17,500 

$20,000 


$62 

$16 

$46 

152 

87 

65 

242 

163 

79 

427 

333 

94 

625 

504 

121 

818 

671 

147 

1,048 

866 

182 

1,406 

1,168 

237 

2,096 

1,742 

354 

2,982 

2, 478 

504 

4,002 

3,334 

668 

5,153 

4, 291 

862 

6,412 

5,350 

1,062 

74 
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Table  12.  Individual  income  tax  liability  under  present  law  and  under 

H.R.  8363 — Continued 


B.  MARRIED  COUPLE  WITH  NO  DEPENDENTS,  WITH  STANDARD  DEDUCTION 


Under 

present 

law 

Under  H.R.  8363 

Adjusted  gross  income  (wages  and  salaries) 

Amount 

Tax  reduction 

of  tax 

Amount 

Percent¬ 

age 

Calendar  Year  1964 


$1,000. 

$1,600. 

$2,000.. 

$3,000. 

$4,000. 

$5,000. 

$6,000. 

$7,500. 

$10,000 

$12,500 

$15,000 

$17,500. 

$20,000. 


0 

0 

$32 

0 

$32 

100 

122 

$66 

56 

46 

305 

230 

75 

25 

485 

399 

86 

18 

660 

554 

106 

16 

844 

720 

124 

15 

1, 141 

990 

151 

13 

1,636 

1,440 

196 

12 

2.  278 

2,  021 

257 

11 

2,960 

2,636 

324 

11 

3,710 

3,  311 

399 

11 

4,  532 

4,  049 

483 

11 

Calendar  Year  1965 


$1,000 . . . .  . 

0 

0 

o 

0 

100 

$1,500. _ _ _ _ _ _ _ 

$32 

122 

0 

$32 

64 

$2,000... . . . . . 

$58 

204 

52 

33 

$3,000... . . . . . 

305 

101 

$4;ooo... . . . .  . . .  .. 

485 

358 

127 

26 

$5,000 . . . . 

660 

501 

159 

24 

$6;ooo._ . 

844 

658 

186 

22 

$71500. . . . 

1, 141 

915 

226 

20 

$10,000... . . . . . . . . .... 

1,  636 
2,278 
2,960 
3,710 
4,532 

1,342 
1,886 
2, 460 
3,085 
3,764 

294 

18 

$12,500 . . . . . 

392 

17 

$15,000... . . . . . .  . 

500 

17 

$17,500.. . . . 

625 

17 

$20,000 . . . . 

768 

17 
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Table  12. — Individual  income  tax  liability  under  present  law  and  under 

H.R.  8363 — Continued 


C.  MARRIED  COUPLE  WITH  2  DEPENDENTS.  WITH  STANDARD  DEDUCTION 


Under  H.R.  8363 

Adjusted  gross  income  (wages  and  salaries) 

Under 

present 

law 

Amount 

Tax  reduction 

of  tax 

Amount 

Percent¬ 

age 

Calendar  Year  1964 


0 

0 

0 

0 

0 

$65 

0 

$4 

$61 

94 

33 

23 

245 

164 

81 

420 

325 

95 

600 

500 

100 

17 

877 

750 

127 

14 

<fcin  non  _ _ _ _ _ 

1,372 

1,200 

172 

13 

$19  500  _ 

1,966 

1,739 

227 

12 

$1 5  000  _ 

2,616 

2,326 

290 

11 

$17  500  -  - _ 

3,  350 

2,987 

363 

11 

<S9fi  OOO  _ _ 

4, 124 

3, 683 

441 

11 

Calendar  Year  1965 


$1,000.. 

$1,500.. 

$2,000.. 

$3,000. 

$4,000- 

$5,000. 

$6,000- 

$7,500. 

$10,000 

$12,500 

$15,000 

$17,500 

$20,000 


0 

0 

n 

0 

o 

0 

$65 

$4 

$61 

94 

245 

144 

101 

41 

420 

290 

130 

31 

600 

450 

150 

25 

877 

687 

190 

22 

1,372 

1,114 

258 

19 

1,966 

1,622 

344 

17 

2, 616 

2, 172 

444 

17 

3,350 

2, 785 

565 

17 

4;  124 

3,428 

696 

17 
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Table  12. — Individual  income  tax  liability  under  present  law  and  under 

H.R.  8363 — Continued 

D.  HEAD  OF  HOUSEHOLD  WITH  1  DEPENDENT,  WITH  STANDARD  DEDUCTION 


Under  H.R.  8363 

Adjusted  gross  income  (wages  and  salaries) 

Under 

present 

law 

Amount 

Tax  reduction 

of  tax 

Amount 

Percent¬ 

age 

Calendar  Year  1964 


$1,000. 

$1,500. 

$2,000. 

$3,000. 

$4,000. 

$5,000. 

$6,000. 

$7,500. 

$10,000 

$12,500 

$15,000 

$17,500 

$20,000 


0 

0 

$32 

0 

$32 

100 

122 

$66 

56 

46 

305 

234 

71 

23 

489 

415 

74 

15 

673 

582 

91 

14 

868 

759 

109 

13 

1, 192 

1,  056 

136 

11 

1,  768 

1,569 

199 

11 

2,  516 

2,  242 

274 

11 

3,  348 

2,  991 

357 

11 

4,  287 

3,  817 

470 

11 

5,316 

4, 730 

586 

11 

Calendar  Year  1965 


$1,000. 

$1,500.. 

$2,000. 

$3,000. 

$4,000. 

$5,000. 

$6,000. 

$7,500. 

$10,000. 

$12,500 

$15,000 

$17,500 

$20,000. 


0 

0 

$32 

0 

$32 

100 

122 

$58 

64 

52 

305 

208 

97 

32 

489 

376 

113 

23 

673 

534 

139 

21 

868 

700 

168 

19 

1,192 

970 

222 

19 

1,768 

1,456 

312 

18 

2, 516 

2,  081 

435 

17 

3,348 

2, 788 

560 

17 

4,  287 

3,  576 

711 

17 

5, 316 

4, 430 

886 

17 
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INTRODUCTION 


This  comparison  of  the  provisions  of  H.R.  8363,  “The  Revenue  Act  of  1964,”  consists  of  six  parts. 
Parts  I,  II,  and  III  set  forth  in  columns,  where  applicable,  the  existing  law,  the  related  Treasury  recom¬ 
mendations,  the  House-passed  provisions,  the  action  taken  by  the  Senate  Committee  on  Finance,  the 
Senate,  and  the  conferees.  The  last  column  which  shows  the  action  taken  bv  the  conferees  is  also  the 
Public  Law.  The  section  numbers  referred  to  in  the  titles  of  Parts  I,  II,  and  III  are  the  section  numbers 
of  the  Public  Law. 

Part  I  covers  sections  1  through  302  of  H.R.  8363  as  passed  by  the  House.  In  some  cases,  these 
sections  were  adopted  without  change  in  the  Senate.  In  others,  changes  were  made. 

Part  II  covers  the  amendments  to  H.R.  8363  which  were  added  to  the  House-passed  bill  by  the 
Senate  Finance  Committee. 

Part  III  covers  the  amendments  to  H.R.  8363  which  were  added  on  the  Senate  floor  to  the  bill  as 
reported  by  the  Senate  Committee  on  Finance. 

Part  IV  describes  very  briefly  other  recommendations  of  the  Treasury  Department  which  are  not 
included  in  H.R.  8363  as  finally  enacted. 

Part  V  describes  very  briefly  other  amendments  which  were  considered  but  rejected  by  the  Senate 
Committee  on  Finance  (as  announced  in  its  press  releases)  in  connection  with  its  consideration  of  H.R. 
8363. 

Part  VI  describes  very  briefly  other  amendments  which  were  offered  on  the  Senate  floor  but  which 
were  rejected  or  withdrawn  during  consideration  of  H.R.  8363. 


INDEX 

1.  Legislative  history _ 

2.  Contents _ • _ _ _ 

3.  Summary  of  Senate  Finance  Committee  revisions  and  conference  action  on  such  revisions 

4.  Summary  of  Senate  floor  amendments  and  conference  action  on  such  amendments _ 

5.  Part  I — Sections  1  through  302  of  H.R.  8363  as  passed  by  the  House _ 

6.  Part  II— Other  amendments  adopted  by  the  Senate  Committee  on  Finance _ 

7.  Part  III — Senate  floor  amendments _ 

8.  Part  IV — Recommendations  of  the  Treasury  Department  not  adopted _ 

9.  Part  V — Amendments  considered  and  rejected  by  the  Senate  Finance  Committee _ 

10.  Part  VI — Senate  floor  amendments  offered  and  rejected  or  withdrawn _ 
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LEGISLATIVE  HISTORY 

Date  of  President’s  tax  message. . . . --- . . 

Dates  of  public  hearings  before  the  House  Committee  on  Ways  and  Means. 


House  bill  number - 

Date  bill  introduced  in  House  of  Representatives - 

Date  bill  reported  by  Committee  on  Ways  and  Means 
House  report  number - 


Date  rule  obtained— H.  Res.  527  providing  for  a  closed  rule,  waiving  points  of 
order  against,  8  hours  of  debate. 

Dates  of  House  floor  debates - - - - - - — 

Rule:  H.  Res.  527  adopted  by  record  vote— 320  yeas,  66  nays,  46  not  voting. 
Motion  to  recommit:  Rejected  by  a  record  vote — 199  yeas,  226  nays,  7  not 

VOtlIFinal  passage:  Passed  by  a  record  vote — 271  yeas,  155  nays,  6  not  voting. 

Date  bill  passed  the  House  of  Representatives - - - 
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Date  conference  report  accepted  by  the  Senate - 

Vote - 

Date  signed  by  the  President - - - 

Public  law  number - 


Jan.  24,  1963. 

Feb.  6,  7,  8,  18,  19,  20,  21,  25, 
and  26;  Mar.  4,  6,  7,  8,  11,  12, 
13,  14,  15,  18,  19,  20,  21,  22, 
25,  26,  and  27,  1963  (26  days). 

H.R.  8363. 

Sept.  10,  1963. 

Sept.  13,  1963. 

H.  Rept.  749  (with  supplemental 
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Sept.  24,  1963. 
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Feb.  10,  17,  18,  and  19,  1964. 

Feb.  24,  1964. 

Rept.  No.  1149. 

Feb.  25,  1964. 

Do. 

326  yeas,  83  nays. 

Feb.  25,  1964. 

Feb.  26,  1964. 

74  yeas,  19  nays. 

Feb.  26,  1964. 

Public  Law  88-272. 


Dates  of  hearings  before  the  Subcommittee  on  Taxes  of  the  Senate  Select  Committee 

on  Small  Business  (effects  of  H.R.  8363  on  small  business) - 

Number  of  report  of  Select  Committee  on  Small  Business - 


Apr.  29  and  30,  1963. 
Rept.  No.  397. 
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CONTENTS 


PART  I 

Secs.  1  Through  302  of  H.R.  8363  as  Passed  by  the  House 


Public 

Law 

section 

number 

House 

section 

number 

Senate 

section 

number 

Title 

Page 

1 

1 

(*) 

Declaration  by  Congress.  . . - _ _ 

14 

2 

2 

1 

Short  title,  etc.  ..  _  _  _ _ 

14 

111 

111 

111 

Reduction  of  tax  on  individuals. .  ..  _  _ 

14 

112 

112 

112 

Minimum  standard  deduction _  _ _ 

14 

113 

113 

113 

Related  amendments _ _  _ _ _ _  _ 

16 

121 

121 

121 

Reduction  of  tax  on  corporations  ...  _ _ _  _ 

16 

122 

122 

122 

Current  tax  payments  by  corporations.  _  .  .  .  _ _ 

18 

123 

123 

123 

Related  amendments  .  . . . . . . . .  — 

18 

131 

131 

131 

Effective  date — General  rule.  - - - -  -  -  . 

20 

132 

132 

132 

Effective  date — Fiscal  year  taxpayers. - - - - -  - 

20 

201 

201 

201 

Dividends  received  by  individuals _  .  .  _  _ 

22 

203 

202 

203 

Repeal  of  requirement  that  basis  of  sec.  38  property  be  reduced  by  7 

percent;  other  provisions  relating  to  investment  credit - - - 

22 

204 

203 

204 

Group-term  life  insurance  purchased  for  employees  _  ..  ..  ..  . 

24 

(**) 

204 

(*) 

Inclusion  in  gross  income  of  reimbursed  medical  expenses  to  the  extent 

that  the  reimbursement  exceeds  the  expenses. . . 

26 

205 

205 

205 

Amounts  received  under  wage  continuation  plans  -  - -  .  .. 

26 

206 

206 

206 

Exclusion  from  gross  income  of  gain  on  sale  or  exchange  of  residence  of 

individual  who  has  attained  age  65 -  - - - 

26 

207 

207 

207 

Denial  of  deduction  for  certain  State,  local,  and  foreign  taxes. .  —  .  — 

28 

208 

208 

208 

Personal  casualty  and  theft  losses - 

28 

209 

209 

209 

Charitable,  etc.,  contributions  and  gifts.  .  . . .  -- 

30 

211 

210 

211 

One-percent  limitation  on  medicine  and  drugs - -  -  - 

32 

212 

211 

212 

Care  of  dependents _ 

34 

213 

212 

213 

Moving  expenses _ _ 

34 

215 

213 

216 

Interest  on  loans  incurred  to  purchase  certain  insurance  and  annuity  contracts. . 

38 

221 

214 

222 

Employee  stock  option  and  purchase  plans _ 

40 

224 

215 

225 

Interest  on  certain  deferred  payments - 

48 

225 

216 

226 

Personal  holding  companies - - - 

50 

226 

217 

227 

Treatment  of  property  in  case  of  oil  and  gas  wells - 

60 

227 

218 

228 

Treatment  of  certain  iron  ore  royalties _ 

64 

230 

219 

(*} 

Capital  gains  and  losses - 

66 

231 

220 

233 

Gain  from  dispositions  of  certain  depreciable  realty - 

72 

232 

221 

234 

76 

234 

222 

236 

Repeal  of  additional  2-percent  tax  for  corporations  filing  consolidated  returns. . 

84 

235 

223 

237 

Reduction  of  surtax  exemption  in  case  of  certain  controlled  corporations,  etc. 

84 

301 

301 

301 

Optional  tax  if  adjusted  gross  income  is  less  than  $5,000 - 

90 

302 

302 

302 

Income  tax  collected  at  source - 

90 

♦This  section  deleted  from  House  bill. 
♦♦Deleted  from  the  final  act. 
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PART  II 

Other  Amendments  Adopted  by  the  Senate  Committee  on  Finance  With  Respect  to  H.R.  8363 


Public 

law 

section 

number 

Senate 

section 

number 

Title 

Page 

202 

202 

Limitation  on  retirement  income  _  _  _  .  _  .  _  .  _  -  _ 

92 

210 

210 

Losses  arising  from  expropriation  of  property  by  governments  of  foreign  countries _ 

94 

(*) 

214 

Deduction  for  political  contributions  -  -----  .  --------- 

94 

214 

215 

100-percent  dividends-received  deduction  for  members  of  electing  affiliated  groups _ 

96 

216 

217 

Interest  on  indebtedness  incurred  or  continued  to  purchase  or  carry  tax-exempt  bonds. 

98 

217 

218 

Repeal  of  requirement  of  allocation  of  certain  traveling  expenses.  _  _ _  .  .. 

98 

218 

219 

Acquisition  of  stock  in  exchange  for  stock  of  corporation  which  is  in  control  of  acquiring 

corporation.-  _  .  _ _ _ 

100 

219 

220 

Retroactive  qualification  of  certain  union-negotiated  multiemployer  pension  plans _ 

100 

220 

221 

Qualified  pension,  etc.,  plan  coverage  for  employees  of  certain  subsidiary  employers... 

102 

222 

223 

Installment  sales  by  dealers  in  personal  property.  _  ...  .  ... 

104 

223 

224 

Timing  of  deductions  and  credits  in  certain  cases  where  asserted  liabilities  are  contested. 

104 

228 

229 

Insurance  companies.  _  _ 

106 

229 

230 

Regulated  investment  companies  ...  _  .  ..  . 

108 

(*) 

231 

Foreign  tax  credit  with  respect  to  certain  foreign  mineral  income  _  .  _ 

110 

(*) 

232 

Amounts  received  from  employer  on  sale  of  residence  of  employee  in  connection  with 

transfer  to  new  place  of  work.  ...  _  _  _ _ _ 

110 

233 

235 

Small  business  corporations..  .  .... 

110 

236 

238 

Validity  of  tax  liens  against  mortgagees,  pledgees,  and  purchasers  of  motor  vehicles _ 

112 

♦Deleted  from  the  final  act. 


PART  III 

Floor  Amendments  Agreed  to  by  the  Senate  With  Respect  to  H.R.  8363 


Public 

law 

section 

number 

Senate 

section 

number 

Title 

Page 

237 

239 

Earned  income  of  citizens  of  the  United  States  from  sources  without  the  United  States 
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240 

Head  of  households  .  _ _ _ 
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Losses  arising  from  confiscation  of  property  by  Cuba. _ 
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Credit  or  refund  of  self-employment  tax. 
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Extension  of  time  for  payment  of  estate  tax  on  value  of  revisionary  or  remainder  interest 
in  property _ __  _  .... 
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Crop  insurance  proceeds 

116 
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Transportation  of  disabled  individual  to  and  from  work... 

116 
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Additional  personal  exemptions  for  disability. 
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Time  for  filing  claim  for  refund  of  taxes  paid  for  gasoline  used  on  farms. 
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(*) 

248 

Facilities  to  control  water  or  air  pollution. 
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♦Deleted  from  the  final  act. 
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PART  V 

Amendments  considered  and  rejected  by  the  Senate  Committee  on  Finance 

A.  Sections  of  the  bill  as  passed  by  the  House:  1,  111,  112,  121,  201,  202,  203,  205,  206,  214,  216,  217,  221, 

and  223 _ 

B.  Amendments  not  directly  related  to  any  particular  section: 

1.  Simplified  tax  method _ 

2.  Political  contributions _ 

3.  Exploration  expenditures _ 

4.  Exploration  expenditures _ 

5.  Travel  and  entertainment  expenses _ 

6.  Real  property  taxes  paid  by  lessee _ 

7.  Unlimited  charitable  contributions  deduction _ 

8.  Depletion  of  physical  strength,  etc.,  of  professional  athletes - 

9.  Ordinary  income  offset  by  capital  losses - 

10.  Capitalgains  treatment  upon  liquidation  of  small  business  (H.R.  7503) - 

11.  Air  and  water  pollution  abatement _ 

12.  Intangible  drilling  and  development  costs _ 

13.  Tax  credit  for  expenses  of  higher  education - 

14.  Deduction  for  entertainment  expenses _ 

15.  H.R.  7516,  relating  to  the  taxation  of  cooperatives - 

16.  H.R.  5468,  relating  to  the  credit  or  refund  of  self-employment  tax  in  certain  cases - 

17.  Depreciation  guidelines - 

18.  Intercorporate  dividends  received  deduction _ 

19.  Increase  in  personal  exemptions - - 

20.  Exclusion  for  income  earned  abroad - 

21.  Interest  equalization  tax _ 

22.  Head  of  household  treatment _ - 

23.  Flood  losses _ 

C.  Excise  taxes: 

1.  Musical  instruments - 

2.  Retailers’  excise  taxes  on  toilet  preparations - 

3.  Manufacturers’  excise  tax  on  pens  and  mechanical  pencils - - - 

4.  Tax  on  television  tuners - 

5.  Retail  excise  tax  on  luggage - 

6.  Retail  excise  tax  on  jewelry  and  related  items - 

7.  Manufacturers’  excise  tax  on  musical  instruments - - 

8.  Automotive  excise  tax - 

9.  Admissions  tax,  legitimate  theater - - - 
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PART  VI 

Amendments  considered  and  rejected  or  withdrawn  on  the  Senate  floor 

1.  Group-term  life  insurance — exclusion - 

2.  Tax  credit  for  higher  education - 

3.  Deduction  for  higher  education - 

4.  Personal  exemptions - 

5.  Minimum  standard  deduction - - - 

6.  Dividend  credit - -  —  - - 

7.  Additional  exemption  for  dependent  who  is  blind - 

8.  Premiums  for  flood  insurance - ■ - 

9.  Regulatory  agencies - 

10.  Regulatory  agencies - - - 

11.  Adjustment  of  basis  under  investment  credit - 

12.  Percentage  depletion  rates  for  oil  and  gas  wells - — 

13.  Percentage  depletion  for  oil  and  gas  wells - - - 

14.  Capital  loss  carryover  for  individuals - 

15.  Termination  of  tax  reduction - - - 

16.  Deduction  to  lessee  of  residential  land  of  certain  real  property  tax  paid  by  him  - 

17.  Interest  on  indebtedness  incurred  or  continued  to  purchase  or  carry  tax-exempt  bonds - 

18.  Repeal  of  retailer’s  excise  tax  on  jewelry,  furs,  toilet  preparations,  and  luggage - 

19.  Repeal  of  manufacturers’  excise  tax  on  mechanical  pencils  and  pens - 

20.  Musical  instruments - - - . - .--- —  - 

21.  Exemption  from  10-percent  excise  tax  tickets  to  live  dramatic  or  musical  performances - 

22.  Retailers’  excise  tax  on  purses  and  handbags - 

23.  Cabaret  tax _ 

24.  Rebuilt  automotive  parts - 
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SUMMARY  OF  SENATE  FINANCE  COMMITTEE  REVISIONS  AND  CONFERENCE  ACTION  ON 

SUCH  REVISIONS 

The  following  represents  a  thumbnail  sketch  of  the  major  revisions  made  by  the  Senate  Committee 
on  Finance  (as  announced  in  press  releases  issued  by  that  committee),  (A)  to  the  provisions  of  H.R. 
8363  as  passed  by  the  House,  and  (B)  to  other  provisions  of  existing  law.  Also  summarized  is  the  ac¬ 
tion  taken  by  the  conferees  with  respect  to  such  revisions.  Numbers  in  brackets  are  Senate  num¬ 
bered  amendments.  Section  numbers  referred  to  are  section  numbers  of  the  Public  Law.  (Key: 
HR — House  recedes;  SR — Senate  recedes.) 

A.  H.R.  8363  as  passed  by  the  House 

1.  Declaration  by  Congress  (sec.  1) — 

(a)  Revision:  Deleted  section  1  of  the  House  bill. 

(b)  Conference  action:  Agreed  to  retain  this  provision  in  the  act.  [SA  No.  1 — SR] 

2.  Group-term  insurance  (sec.  204) — 

Exclusion — 

(a)  Revision:  Increased  the  exclusion  coverage  from  $30,000  to  $70,000. 

(b)  Conference  action:  Agreed  upon  an  exclusion  of  $50,000.  [SA  No.  20 — HR  with 

an  amendment] 

Cost  method  of  computation — 

(a)  Revision:  Deleted  the  actual  cost  method  of  computing  the  cost  of  group-term 

insurance. 

(b)  Conference  action:  Agreed  to  delete  this  provision  from  the  act.  [SA  No. 

21— HR] 

Special  deduction  for  employees — 

(a)  Revision:  Deleted  the  special  deduction  for  employees. 

(b)  Conference  action:  Agreed  to  delete  this  provision  from  the  act.  [SA  No. 

23— HR] 

Withholding  provisions — 

(а)  Revision:  Deleted  the  withholding  requirement  provisions. 

(б)  Conference  action:  Agreed  to  delete  these  provisions  from  the  act.  [SA  No. 

25— HR] 

Information  returns — 

(a)  Revision:  Substitutes  an  information  return  reporting  requirement  for  the  with¬ 

holding  requirement. 

(b)  Conference  action:  Agreed  to  retain  this  revision  in  the  act.  [SA  No.  26 — HR 

with  an  amendment] 

3.  Reimbursed  medical  expenses — 

(а)  Revision:  Deleted  Section  204  of  the  House  bill. 

(б)  Conference  action:  Agreed  to  delete  this  provision  from  the  act.  [SA  No.  30 — HR] 

4.  Deduction  of  certain  State  and  local  taxes  (sec.  207) — • 

Gasoline  taxes;  auto  registration  fees — 

(a)  Revision:  Amended  the  House  provision  to  restore  the  deductibility  of  State  and 

local  gasoline  taxes  and  automobile  registration  fees  (including  auto  tags  and 
drivers’  licenses). 

(b)  Conference  action:  Agreed  to  continue  the  deductibility  of  State  and  local  taxes 

on  gasoline,  diesel  fuels,  and  other  fuels,  but  to  disallow  the  deductibility  of 
auto  registration  fees.  [SA  No.  32 — HR  with  an  amendment]  - 
Special  taxing  district — 

(a)  Revision:  Continues  the  deduction  for  taxes  levied  by  a  special  taxing  district. 

(b)  Conference  action:  Agreed  to  continue  the  deduction  of  such  taxes.  [SA  No. 

35— HR] 
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A.  H.R.  8363  as  passed  by  the  House — Continued 

5.  Charitable  contributions  deduction  (sec.  209 ) — 

Unlimited  charitable  contributions  deduction— 

(a)  Revision:  Amended  the  unlimited  charitable  contributions  deduction  so  as  to 

make  that  deduction  unavailable  in  the  case  of  charitable  contributions  to  private 
foundations.  House  bill  makes  no  change  in  existing  law. 

( b )  Conference  action:  Agreed  to  an  amendment  providing  that  the  unlimited 

charitable  contribution  deduction  will  be  available  in  the  case  of  contributions 
to  organizations  “not  supported  by  thegeneral  public”  (1)  where  the  foundation 
is  itself  an  “operating  foundation”  or  (2)  where  the  organization  pays  out 
(either  uses  it  itself  for  the  charitable  purpose  or  gives  it  to  another  organization 
which  uses  it  for  the  charitable  purpose)  within  a  3-year  period  an  amount  equal 
to  50  percent  or  more  of  the  contribution,  and  all  of  the  income  of  the  organi¬ 
zation  through  the  taxable  year  in  which  the  50-percent  test  is  met.  Such  an 
organization  will  not  qualify,  however,  if  any  part  of  income  or  corpus  is  lent 
to  the  donor  of  the  contribution,  any  member  of  his  family,  any  employee  of 
his,  any  officer  or  employee  of  a  corporation  in  which  he  owns  directly  or 
indirectly  50  percent  of  the  stock,  or  any  partner  or  employee  of  a  partnership 
where  he  owns  directly  or  indirectly  a  50-percent  interest  in  the  partnership; 
neither  can  the  foundation  pay  compensation  to  this  same  group  of  persons 
(except  to  the  extent  of  reasonable  compensation),  nor  make  the  services 
provided  by  the  foundation  available  to  them  on  a  preferential  basis,  nor  buy 
any  property  or  securities  (except  minimal  amounts)  from  them  nor  sell  any 
but  minimal  amounts  to  them.  [SA  No.  36 — HR  with  an  amendment] 
Five-year  carryover  for  individuals — 

(a)  Revision:  Provides  for  a  5-year  carryover  for  unused  charitable  contributions 

deduction  for  individuals. 

(b)  Conference  action:  Agreed  to  retain  this  revision  in  the  act.  [SA  No.  37 — HR] 
Gifts  of  future  interests — 

(a)  Revision:  Modifies  the  House  provision  re  future  interests  to  deny  a  deduction 

in  any  case  where  a  life  interest  is  reserved  (whether  reserved  for  the  donor’s 
life  or  anyone  else's  life). 

(b)  Conference  action:  Agreed  to  retain  this  revision  with  an  amendment  making 

the  provision  effective  July  1,  1964.  [SA  No.  41 — HR;  SA  No.  42 — HR  with 
an  amendment] 

Five-year  carryover  for  corporations ;  effective  date— 

(a)  Revision:  Provides  that  the  new  5-year  carryover  for  corporations  under  the 
House  bill  is  to  apply  with  respect  to  contributions  made  in  1962  and  subse¬ 
quent  years. 

(ft)XCoriference  action:  Agreed  to  retain  this  revision  in  the  act.  [SA  No.  42 — HR 
with  an  amendment] 

6.  Child  care'expense  deduction  (sec.  212) — 

Maximum  annual  deduction — 

(а)  Revision:  Increases  the  maximum  annual  deduction  to  $1,000  for  all  eligible 

taxpayers  who  have  three  or  more  dependents. 

(б)  Conference  action:  Agreed  to  retain  the  House  provision  which  provides  for 

increasing  the  annual  deduction  to  $900  for  all  eligible  taxpayers  where  there 
are  two  or  more  qualified  dependents.  [SA  No.  46 — HR  with  an  amendment] 
Income  limitation —  ...  . 

(a)  Revision:  Increases  the  present  $4,500  income  limitation  to  $7,000  in  the  case  of 

working  wives  and  in  the  case  of  husbands  with  incapacitated  wives. 

(b)  Conference  action:  Agreed  to  increase  the  income  limitation  to  $6,000  both  in  the 

case  of  working  wives  and  in  the  case  of  husbands  with  incapacitated  wives. 
[SA  No.  47 — IIR  with  an  amendment] 

7.  Stock  options  (sec.  221)— 

Reset  provisions — price —  .  . 

(a)  Revision:  Provides  that  the  antireset  provisions  of  section  422(b)(5)  shall  not 

apply  if  the  new  option  and  all  outstanding  qualified  (or  restricted)  stock 
options  referred  to  in  such  section  are  to  purchase  stock  of  the  same  class  in 
the  same  corporation  and  a  price  payable  under  each  such  outstanding  option 
(as  of  the  date  of  the  grant  of  the  new  option)  is  not  more  than  the  option 
price  of  the  new  option.  . 

(b)  Conference  action:  Agreed  to  retain  this  revision  in  the  act.  [oA  rso.  70  rlK 

with  an  amendment] 


4283 


A.  H.R.  8363  as  passed  by  the  House — Continued 

7.  Stock  options  (sec.  221) — Continued 

Reset  provisions — accelerating  option  period — 

(a)  Revision:  Provides  that  the  exercise  date  of  the  option  may  be  accelerated  without 
such  a  change  being  considered  a  modification  wrhich  would  require  a  new 
option  price  for  the  option  for  it  to  continue  to  constitute  a  qualified  option. 

( b )  Conference  action:  Agreed  to  retain  this  revision  in  the  act.  [SA  No.  91 — HR] 
“Qualified”  option — 

(a)  Revision:  Amends  the  dates  within  wThich  a  “qualified”  option  may  be  modified 

to  meet  the  terms  of  the  new  section  without  such  modification  being  considered 
a  new  option. 

(b)  Conference  action:  Agreed  to  retain  this  revision  in  the  act.  [SA  No.  95 — HR] 
General  effective  date — - 

(a)  Revision:  Provides  a  new  general  effective  date  which  would  make  the  section 

'  apply  to  options  granted  to  an  individual  after  December  31,  1963,  rather 

than  June  11,  1963. 

(b)  Conference  action:  Agreed  to  retain  these  revisions  in  the  act.  [SA  No.  64, 

66,  67,  71,  74,  76,  81,  82,  83,  84,  85,  86,  and  87— HR] 

8.  Interest  on  certain  deferred  payments  (sec.  224 ) — 

Personal  services — 

(a)  Revision:  Denies  an  interest  deduction  for  carrying  charges  on  contracts  covering 

the  purchase  of  services  (such  as  college  tuition). 

(b)  Conference  action:  Agreed  to  restore  this  provision  to  the  bill  but  makes  it 

applicable  only  with  respect  to  educational  services  (including  lodging)  which 
are  purchased  from  an  educational  institution  and  which  are  provided  for  a  stu¬ 
dent  of  such  institution.  [SA  No.  99 — HR  with  an  amendment] 

Effective  date — 

(a)  Revision:  Provides  that  the  new  provisions,  including  those  in  the  House  bill, 

will  not  apply  to  a  sale  or  exchange  made  pursuant  to  a  binding  written  contract 
(including  an  irrevocable  written  option)  entered  into  before  July  1,  1963. 

(b)  Conference  action:  Agreed  to  retain  this  revision  in  the  act.  [SA  No.  100 — HR 

with  an  amendment] 

9.  Personal  holding  companies  (sec.  225) — - 

Lending  and  finance  companies — interest — 

(a)  Revision:  Provides  that  in  applying  the  20  percent  of  ordinary  gross  income 

test  in  the  case  of  lending  or  finance  companies,  certain  interest  is  not  to  be 
treated  in  the  same  category  as  personal  holding  company  income. 

(b)  Conference  action:  Agreed  to  retain  this  revision  in  the  act.  [SA  No.  102 — HR] 
Lending  or  finance  business- — services  or  facilities — 

(a)  Revision:  Amends  the  definition  of  a  lending  or  finance  business  to  include 

therein  the  business  of  rendering  services  or  making  facilities  available  to 
another  member  of  the  same  affiliated  group  which  is  also  in  the  lending  or 
finance  business. 

(b)  Conference  action:  Under  the  conference  agreement,  the  definition  of  a  lending 

or  finance  business  is  to  include  (a)  the  rendering  of  services  or  making  of 
facilities  available  in  connection  with  the  activities  of  making  loans,  etc., 
where  such  activities  are  carried  on  by  the  corporation  rendering  the  services 
or  making  the  facilities  available  and  (b)  rendering  services  or  making  facilities 
available  to  another  corporation  which  is  a  member  of  the  same  affiliated 
group  and  is  engaged  in  the  lending  or  finance  business  if  such  services  or 
facilities  are  related  to  the  lending  or  finance  business  of  such  other  corpora¬ 
tion.  [SA  No.  105 — HR  with  an  amendment] 

Lending  or  finance  business — secured  loans — 

(a)  Revision:  Excepts  from  the  exclusion  provided  in  the  term  lending  or  finance 

business,  loans,  notes,  and  installment  obligations,  evidenced  or  secured  by 
contracts  of  conditional  sale,  chattel  mortgages  or  lease  agreements  arising  out 
of  the  sale  of  goods  or  services  in  the  course  of  the  transferor’s  or  borrower’s 
trade  or  business. 

(b)  Conference  action:  Agreed  to  retain  this  revision  in  the  act.  [SA  No.  106 — 

HR  with  an  amendment] 
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A.  H.R.  8363  as  passed  by  the  House — Continued 

9.  Personal  holding  companies  (sec.  225) — Continued 

Lending  or  finance  company — income  received  from  members — 

(а)  Revision:  Provides  that  income  received  by  a  lending  or  finance  company  from 

another  company  which  is  a  member  of  the  same  affiliated  group  and  which  is 
also  a  lending  or  finance  company  is  not  to  be  treated  as  personal  holding 
income  for  purposes  of  applying  the  20-percent  test. 

(б)  Conference  action:  Agreed  to  retain  this  revision  in  the  act.  [SA  No.  107 — HR] 
Rental  income — distribution — 

(a)  Revision:  Modifies  the  10-percent  test  to  provide  that  where  the  rental  income 

meets  the  50-percent  test,  the  10-percent  test  may  be  considered  as  met  where 
the  company  distributes  to  the  shareholders  any  of  the  other  personal  holding 
company  income  in  excess  of  the  10-percent  requirement. 

( b )  Conference  action:  Agreed  to  retain  this  revision  in  the  act.  [SA  No.  108 — HR] 
Rental  income — leases — 

(а)  Revision:  Provides  that  gross  income  derived  from  leases  of  tangible  personal 

property  which  is  not  customarily  rented  to  any  one  lessee  for  more  than  3  years 
is  not  to  be  reduced  by  depreciation  and  amortization. 

(б)  Conference  action:  Agreed  to  retain  this  revision  in  the  act.  [SA  No.  109 — HR] 
Income  from  mineral,  oil,  and  gas  royalties — 

(a)  Revision:  Provides  that  income  from  mineral,  oil,  and  gas  royalties  includes 

production  payments  and  overriding  royalties. 

( b )  Conference  action:  Agreed  to  retain  this  revision  in  the  act.  [SA  No.  Ill- — HR] 
One-month  liquidations — - 

(a)  Revisions:  Provides  that  the  special  rule  for  1-month  liquidations  shall  be  appli¬ 

cable  to  corporate  liquidations  occurring  before  January  1,  1967  (rather  than 
January  1,  1966).  [SA  No.  114] 

Provides  that  the  capital  gain  treatment  under  new  subsection  (g)  shall 
not  apply  to  certain  earnings  and  profits  to  which  the  corporation  succeeds 
after  December  31,  1963  (instead  of  August  1,  1963).  ISA  Nos.  116  and  117] 
New  paragraph  (2)  of  section  333(g)  is  amended  to  provide  that  it  shall  be 
applicable  to  liquidations  occurring  after  December  31,  1966  (instead  of  Decem¬ 
ber  31,  1965),  of  corporations  which  owe  qualified  indebtedness  on  January  1, 
1964  (instead  of  on  August  1,  1963).  [SA  Nos.  119  and  124] 

Provides  that  a  corporation  which  attempts  to  qualify  under  the  new 
liquidation  provisions,  but  was  not  eligible  to  do  so,  may  elect  to  convert  the 
liquidation  to  the  treatment  provided  by  section  331.  [SA  No.  131] 

( b )  Conference  action:  Agreed  to  retain  all  of  these  revisions  in  the  act.  [HR] 
One-month  liquidations — “would  have  been”  corporations — 

(a)  Revision:  Provides  that  the  shareholders  of  a  corporation  will  be  a  “would  have 

been”  corporation  if  it  was  not  a  personal  holding  company  for  at  least  1  of  its  2 
most  recent  taxable  years  ending  before  December  31,  1963  (instead  of  the  date 
of  enactment  of  the  bill) . 

( b )  Conference  action:  Agreed  to  delete  this  revision  from  the  act.  [SA  No.  129  SR] 
Deduction  for  amortization  of  indebtedness — 

(a)  Revision:  Provides  that  the  term  “qualified  indebtedness”  includes  outstanding 

indebtedness  incurred  by  the  taxpayer  before  January  1,  1964  (instead  of  before 
August  1,  1963).  [SA  No.  133]  .  / 

Provides  that  the  deductions  allowed  for  depletion  shall  be  taken  into 
account  to  reduce  the  deduction  allowed  by  section  545(c)  and  the  qualified 
indebtedness  under  certain  circumstances.  [SA  No.  137  and  139] 

Provides  that  a  corporation  will  be  a  “would  have  been”  corporation  if  it 
was  not  a  personal  holding  company  under  section  542  of  existing  law  for  at 
least  1  of  its  2  most  recent  taxable  years  ending  before  December  31,  1963 
(instead  of  the  date  of  enactment  of  the  bill).  [SA  No.  132] 

(b)  Conference  action:  Agreed  to  retain  the  revisions  made  by  SA  No.  133,  137, 

and  139.  [SA  No.  133,  137,  and  139— HR]  Agreed' to  delete  the  revision 
made  by  SA  No.  132.  [SA  No.  132— SR] 
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A.  H.R.  8363  as  passed  by  the  House — Continued 

9.  Personal  holding  companies  (sec.  225) — Continued 

Foreign  personal  holding  companies — 

(a)  Revision:  Deletes  the  House  provision  which  provides  for  an  increase  in  basis 

with  respect  to  certain  foreign  personal  holding  company  holdings. 

(b)  Conference  action:  Agreed  to  add  a  new  provision  to  the  act  which  provides  that 

the  basis  determined  under  section  1014(b)(5)  of  a  share  of  stock  or  a  security 
acquired  from  a  decedent  dying  after  December  31,  1963,  of  a  corporation  which 
was  a  foreign  personal  holding  company  for  its  most  recent  taxable  year  ending 
before  the  date  of  the  decedent’s  death  is  to  be  increased  by  the  proportionate 
share  of  any  Federal  estate  tax  attributable  to  the  net  appreciation  in  value  of 
all  such  shares  and  securities.  [SA  No.  141 — HR  with  an  amendment] 

10.  Iron  ore  royalties  (sec.  227 ) — 

Domestic  iron  ore — 

(а)  Revision:  Limits  the  new  capital  gain  treatment  to  iron  ore  royalties  received 

with  respect  to  iron  ore  mined  in  the  United  States. 

(б)  Conference  action:  Agreed  to  retain  this  revision  in  the  act.  [SA  No.  151 — HR] 
Related  parties — 

(a)  Denies  the  new  capital  gain  treatment  where  the  same  parties  or  substantially 

the  same  parties  directly  or  indirectly  own  the  iron  ore  property  or  operate  it. 

(b)  Conference  action:  Agreed  to  retain  this  revision  in  the  act.  [SA  No.  153 — HR] 
Social  Security  Act — 

(a)  Revision:  Amends  the  Social  Security  Act  to  prevent  iron  ore  royalties  which 

receive  capital  gains  treatment  from  being  taken  into  account  for  social 
security  purposes. 

(b)  Conference  action:  Agreed  to  retain  this  revision  in  the  act.  [SA  No.  160 — HR] 
Effective  date — 

(а)  Revision:  Modifies  effective  date  so  as  to  apply  only  to  royalties  received 

after  December  31,  1963,  with  respect  to  iron  ore  mined  after  that  date. 

(б)  Conference  action:  Agreed  to  retain  this  revision  in  the  act.  [SA  No.  161 — HR] 

11.  Taxation  of  capital  gains  (sec.  230)— 

Tax  rate  on  capital  gains — 

(a)  Revision:  Deletes  the  provisions  of  the  House  bill  which  provide  in  general  that 

in  the  case  of  capital  assets  held  more  than  2  years,  40  percent  (rather  than 
50  percent)  of  the  gain  will  be  included  in  the  tax  base  and  the  alternative 
rate  of  tax  on  the  gain  is  to  be  21  percent  (rather  than  25  percent). 

(b)  Conference  action:  Agreed  to  delete  this  provision  from  the  act.  [SA  No.  166 — HR 

with  an  amendment] 

Unlimited  carryover  for  individuals — 

(a)  Revision:  Deletes  the  House  provision  which  provides  for  an  unlimited  (instead 

of  a  5-year)  carryover  of  capital  losses  in  the  case  of  individuals. 

(b)  Conference  action:  Agreed  to  retain  in  the  act  a  provision  which  provides 

an  unlimited  carryover  of  capital  losses  in  the  case  of  individuals.  [SA  No. 
166 — HR  with  an  amendment] 

12.  Withholding  (sec.  302 ) — 

Rate  of  withholding — 

(a)  Revision:  Provides  for  withholding  at  a  rate  of  14  percent  in  1964  (rather  than 

at  a  rate  of  15  percent  for  1964  and  14  percent  for  1965  and  thereafter). 

(b)  Conference  action:  Agreed  to  a  withholding  rate  of  14  percent.  [SA  No.  204 — HR] 
Effective  date — 

(а)  Revision:  Provides  that  the  new  withholding  rate  of  14  percent  is  to  apply 

with  respect  to  amounts  paid  after  the  7th  day  following  the  date  of  enactment 
of  this  act. 

(б)  Conference  action:  Agreed  to  retain  this  revision  in  the  act.  [SA  No.  208 — HR] 
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B.  Other  provisions 

1.  Retirement  income  credit  (sec.  202) — 

(а)  Revision:  Provides  an  increase  in  the  amount  of  the  maximum  amount  of  retirement 

income  of  $1,524  in  the  case  of  certain  ioint  returns  where  both  the  husband  and 
wife  have  attained  age  65  before  the  close  of  the  taxable  year. 

(б)  Conference  action:  Agreed  to  the  revision  with  an  amendment  which  provides  that  a 

husband  and  wife,  who  make  a  joint  return  for  the  taxable  year  and  both  of  whom 
have  attained  age  65  before  the  close  of  the  taxable  year,  may  elect,  in  general,  to 
combine  their  retirement  income,  in  which  case,  the  amount  of  combined  retirement 
income  of  both  spouses  to  be  taken  into  account  is  not  to  exceed  $2,286  less  amounts 
received  by  both  spouses  as  pensions  and  annuities  (including  social  security  and 
railroad  retirement  benefits)  and,  if  the  individual  has  not  attained  the  age  of  72, 
adjustments  for  earned  income  received  in  the  taxable  year.  [SA  No.  8 — HR  with 
an  amendment] 

2.  Foreign  expropriation  losses  (sec.  210)— 

(а)  Revision:  Permits  certain  foreign  expropriation  losses  sustained  after  1958  to  be 

carried  over  for  10  years  without  any  carryback. 

(б)  Conference  action:  Agreed  to  retain  this  provision  in  the  act.  [SA  No.  43 — HR  with 

an  amendment] 

3.  Political  contributions — 

(a)  Revision:  Allows  individuals  a  deduction,  limited  to  $50  a  year  ($100  on  a  joint  re¬ 

turn)  for  political  contributions. 

(b)  Conference  action:  Agreed  to  delete  this  provision  from  the  act.  [SA  No. 53 — SR] 

4.  Intercorporate  dividends  received  deduction  (sec.  214) — 

(a)  Revision:  Provides  a  100-percent  intercorporate  dividends  received  deduction  for 

certain  affiliated  groups. 

(b)  Conference  action:  Agreed  to  retain  this  provision  in  the  act.  [SA  No.  54 — HR] 

5.  “Bank  loan ”  insurance  (sec.  215) — 

(a)  Revision:  Provides  that  the  provision  which  disallows  a  deduction  for  interest  on 

amounts  borrowed  to  purchase  certain  insurance  and  annuity  contracts  is  to  apply 
only  with  respect  to  contracts  pm-chased  after  December  31,  1963  (rather  than 
August  6,  1963). 

(b)  Conference  action:  Agreed  to  retain  the  August  6,  1963,  effective  date.  [SA  No. 

56— SR] 

6.  Face  amount  certificate  companies  (sec.  216)— 

(a)  Revision:  Provides  that  a  “face  amount  certificate  company”  shall  not  be  subject 

to  the  disallowance  under  section  265(2)  of  the  code  relating  to  indebtedness 
incurred  or  continued  to  purchase  or  carry  tax-exempt  obligations  of  a  deduction  for 
interest  with  respect  to  face  amount  certificates  to  the  extent  that  the  average  of 
the  tax-exempt  obligations  of  the  company  do  not  constitute  more  than  25  per¬ 
cent  of  the  average  of  the  total  assets  of  the  company. 

(b)  Conference  action:  Agreed  to  retain  this  provision  with  an  amendment  substituting 

15  percent  for  25  percent.  [SA  No.  57 — HR  with  an  amendment] 

7.  Travel  expense  deduction  (sec.  217) — 

(a)  Revision:  Repeals  the  requirement  of  allocation  of  certain  travel  expenses  for  business 

trips  which  are  combined  with  a  vacation. 

(b)  Conference  action:  Agreed  to  this  revision  with  an  amendment  which  limits  its 

applicability  to  travel  within  the  United  States.  Existing  law  is  to  apply  with 
respect  to  travel  outside  of  the  United  States.  [SA  No.  58 — HR  with  an  amend¬ 
ment] 

8.  Corporate  reorganizations  (sec.  218) — 

(a)  Revision:  Provides  tax-free  status  for  a  stock  reorganization  where  the  corporation 

acquiring  the  stock  exchanges  the  voting  stock  of  its  parent  corporation  for  the 
stock  of  the  corporation  being  acquired. 

(b)  Conference  action:  Agreed  to  retain  this  provision  in  the  act.  [SA  No.  59 — HR] 

9.  Union  negotiated  multi-employer  pension  plans  (sec.  219) — 

(a)  Revision:  Provides  for  retroactive  qualification  (for  all  years  to  which  the  Internal 

Revenue  Code  of  1954  applies)  of  a  multi-employer  pension  plan  created  under  a 
collective  bargaining  agreement  with  employee  representatives. 

(b)  Conference  action:  Agreed  to  retain  this  provision  in  the  act.  [SA  No.  60 — HR] 
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B.  Other  provisions — Continued 

10.  Pension  plans  for  employees  of  certain  subsidiaries  (sec.  220) — • 

(a)  Revision:  Permits  U.S.  corporations  to  extend  coverage  under  their  qualified  pension, 

profit-sharing,  etc.,  plans  to  U.S.  citizens  employed  by  foreign  subsidiaries,  or  by 
domestic  subsidiaries  operating  outside  the  United  States,  where  the  employees  are 
also  covered  for  social  security  purposes. 

(b)  Conference  action:  Agreed  to  retain  this  provision  in  the  act.  [SA  No.  61 — HR  with 

an  amendment] 

11.  Revolving  credit  sales  (sec.  222) — - 

(a)  Revision :  Installment  sales  tax  treatment  is  fully  extended  to  revolving  credit  sales 

and  also  to  time  payment  charges  associated  with  revolving  credit  sales. 

(b)  Conference  action:  Agreed  to  retain  this  provision  with  an  amendment  defining  the 

term  “installment  plan”  to  include  a  revolving  credit  type  plan  which  provides 
that  the  purchaser  of  personal  property  at  retail  may  pay  for  such  property  in  a 
series  of  periodic  payments  of  an  agreed  portion  of  the  amounts  due  the  dealer  under 
the  plan,  except  that  such  term  does  not  include  any  such  plan  with  respect  to  a 
purchaser  who  uses  his  account  primarily  as  an  ordinary  charge  account.  In 
addition,  deleted  the  provisions  relating  to  time  payment  charges.  [SA  No. 
96 — HR  with  an  amendment] 

12.  Deduction  of  contested  liabilities  (sec.  223) — 

(а)  Revision:  Adopts  H.R.  4040,  reported  by  the  House  Committee  on  Ways  and  Means, 

which  allows  a  taxpayer  to  take  a  deduction  in  the  taxable  year  in  which  he  pays  a 
tax  or  other  liability  even  though  he  contests  the  liability. 

(б)  Conference  actions:  Agreed  to  this  provision  with  an  amendment  that  this  provision 

is  not  to  apply  in  respect  of  any  credit  against  tax  nor  in  respect  of  the  deduction 
for  incorrie,  war  profits,  and  excess  profits  taxes  imposed  by  the  authority  of  any 
foreign  country  or  possession  of  the  United  States.  [SA  No.  97 — HR  with  an 
amendment] 

13.  Insurance  companies  (sec.  228) — 

Mutualization — 

(a)  Revision:  Permits  the  special  liquidating  distribution  deduction  treatment,  for 

life  insurance  companies,  of  present  law  to  apply  to  distribution  in  1962. 

(b)  Conference  action:  Agreed  to  retain  this  provision.  [SA  No.  162 — HR] 
Accrual  of  bond  discount — 

(a)  Revision:  Treats  market  discount  on  bonds  owned  by  life  insurance  companies 

and  by  small  mutual  fire  and  casualty  insurance  companies  as  capital  gains 
when  the  bonds  are  sold  or  redeemed. 

(b)  Conference  action:  Agreed  to  retain  this  provision  in  the  act.  [SA  No.  162 — HR] 
Contributions  to  qualified  pension  plans— 

(a)  Revision:  Makes  it  clear  that  a  deduction  will  be  allowable  to  casualty  insurance 
companies  for  their  contributions  to  qualified  pension  plans. 

(b)  Conference  action:  Agreed  to  retain  this  provision.  [SA  No.  162 — HR] 

14.  Regulated  investment  companies  (sec.  229) — 

Time  for  mailing  notices — 

(a)  Revision:  Extends  from  30  days  to  45  days  the  time  within  which  regulated 

investment  companies  must  mail  certain  notices  out  to  their  shareholders. 
Similar  to  H.R.  6995  reported  by  the  Committee  on  Ways  and  Means. 

(b)  Conference  action:  Agreed  to  retain  this  provision  in  the  act.  [SA  No.  163 — 

HR] 

Unit  investment  trusts — 

(a)  Revision:  Provides  that  in  the  case  of  a  redemption  by  a  unit  investment  trust, 

the  redemption  will  not  be  considered  as  a  “preferential  dividend.”  Thus  the 
trust  will  receive  a  dividends  paid  deduction  for  the  entire  amount  of  accumu¬ 
lated  earnings  and  profits  distributed  to  the  redeeming  shareholder. 

(b)  Conference  action:  Agreed  to  retain  this  provision  in  the  act.  [SA  No.  163 — 

HR] 
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B.  Other  provisions — Continued 

15.  Foreign  tax  credits — 

(a)  Revision:  Provides  that  any  excess  foreign  tax  credit  which  arises  from  mineral 
extraction  because  of  the  percentage  depletion  allowance  under  U.S.  law  may 
not  be  used  to  offset  U.S.  tax  on  other  foreign  income  unrelated  to  mineral  extrac- 
t'1®11)  processing,  transportation,  marketing,  or  similarly  related  activity. 

Conference  action:  Agreed  to  delete  this  provision  from  the  act.  [SA  No.  164 — SRI 

16.  Sale  of  residence  of  employee —  1 

(a)  Revision:  Provides  that  amounts  received  by  employees  as  reimbursement  for  selling 

expenses  and  losses  resulting  from  the  forced  sale  of  their  house  in  connection  with 
a  transfer  of  employment  are  to  be  treated  as  proceeds  from  the  sale  of  the  house 
rather  than  as  compensation. 

(b)  Conference  action:  Agreed  to  delete  this  provision  from  the  act.  [SA  No.  165 — SRI 

17.  Small  business  corporations  (sec.  233) — 

Certain  distributions  of  money — 

(а)  Revision:  Provides  that  in  the  case  of  subchapter  S  corporations,  certain  distri¬ 

butions  of  money  made  within  2%  months  after  a  taxable  year  may  be  treated 
as  having  been  made  during  the  preceding  taxable  year. 

(б)  Conference  action:  Agreed  to  retain  this  provision  in  the  act.  [SA  No.  177 — HR] 
Ownership  of  certain  stock — 

(а)  Revision:  Provides  in  general  that  a  corporate  member  of  an  affiliated  group 

may  elect  subchapter  S  treatment  if  the  only  other  members  of  the  group  are 
inactive  subsidiary  corporations.  Similar  to  H.R.  8798  reported  by  the 
Committee  on  Ways  and  Means. 

(б)  Conference  action:  Agreed  to  retain  this  provision  in  the  act.  TSANo.  177 — HR1 

18.  Tax  liens  (sec.  236 ) — 

(а)  Revision:  Provides  that  purchasers,  mortgagees,  and  pledgees  of  motor  vehicles  will 

not  be  subject  to  a  Federal  tax  lien  against  motor  vehicles  unless  they  have  actual 
notice  or  knowledge  of  the  existence  of  the  Government’s  lien. 

(б)  Conference  action:  Agreed  to  this  provision  with  an  amendment  that  the  lien  is  not 

to  be  valid  with  respect  to  a  motor  vehicle  as  against  a  purchaser  (not  a  mortgagee 
or  pledgee)  if  at  the  time  of  the  purchase  the  purchaser  is  without  notice  or  knowl¬ 
edge  of  the  existence  of  such  lien  and  before  the  purchaser  obtains  such  notice  or 
knowledge,  he  acquires  possession  of  the  motor  vehicle  and  does  not  thereafter 
relinquish  possession  of  the  motor  vehicle  to  the  seller  or  his  agent.  It  was  agreed 
also  that  the  tax  lien  will  abate  with  respect  to  the  motor  vehicle  in  question  and 
will  not  be  valid  against  any  subsequent  purchaser  (or  other  successor  in  interest) 
of  the  vehicle.  [SA  No.  193 — HR  with  an  amendment] 
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SUMMARY  OF  SENATE  FLOOR  AMENDMENTS  AND  CONFERENCE  ACTION  ON  SUCH 

AMENDMENTS 

The  following  represents  a  thumbnail  sketch  of  the  floor  amendments  made  by  the  Senate  to 
H.R.  8363  as  reported  by  the  Senate  Committee  on  Finance.  Also  summarized  is  the  action  taken  by 
the  conferees  with  respect  to  such  amendments.  (Key:  HR — House  recedes;  SR — Senate  recedes.) 

1.  Group  term  insurance  (sec.  204)— 

(а)  Amendment:  Permits  employees  to  designate  a  charity  as  the  beneficiary  of  group  term 

life  insurance  by  May  1,  1964,  in  which  case  no  amount  would  be  includable  in  gross 
income  with  respect  to  group  term  insurance  for  the  period  January  1,  1964,  through 
April  30,  1964. 

(б)  Conference  action:  Agreed  to  retain  this  amendment  in  the  act.  [SA  No.  29 — HR] 

2.  Wage  continuation  payments  (sec.  205 ) — 

(a)  Amendment:  Makes  the  30-day  waiting  period  inapplicable  where  the  employee’s  “sick 

pay”  is  less  than  75  percent  of  his  regular  weekly  rate  of  wages. 

(b)  Conference  action:  Modified  the  amendment  to  provide  that  within  the  30-day  period  if 

the  sick  pay  is  75  percent  or  less  of  the  regular  weekly  rate,  then  up  to  $75  a  week  may 
be  excluded  after  an  absence  of  7  calendar  days  on  account  of  injuries  or  illness  and  from 
the  first  day  without  any  waiting  period,  if  the  taxpayer  is  hospitalized  at  least  1  day 
in  the  first  7.  [SA  No.  31 — HR  with  an  amendment] 

3.  Earned  income  of  U.S.  citizens  abroad  (sec.  237) — 

(a)  Amendment:  Reduces  from  $35,000  to  $6,000  in  the  case  of  U.S.  citizens  who  are  bona 

fide  residents  of  a  foreign  country  for  more  than  3  years  and  from  $20,000  to  $4,000  in 
the  case  of  a  U.S.  citizen  who  is  present  in  a  foreign  country  for  17  out  of  18  consecutive 
months,  the  present  exclusion  allowed  to  U.S.  citizens  for  earned  income  from  sources 
without  the  United  States. 

(b)  Conference  action:  Agreed  to  reduce  to  $25,000  from  $35,000  the  present  exclusion  al¬ 

lowed  U.S.  citizens  who  are  bona  fide  residents  of  a  foreign  country  for  more  than  3 
years  and  makes  this  provision  applicable  for  taxable  years  beginning  after  December 
31,  1964.  Makes  no  other  change  in  existing  law.  [SA  No.  194 — HR  with  an  amend¬ 
ment] 

4.  Head  of  household— 

(a)  Amendment:  Provides  head  of  household  treatment  for  any  individual  who  maintains  a 

household  for  any  person  who  is  a  dependent. 

(b)  Conference  action:  Agreed  to  delete  this  provision  from  the  act.  [SA  No.  195 — SR] 

5.  Deduction  for  losses  of  personal  residences ,  etc.,  seized  by  Cuba  (sec.  238) — 

(a)  Amendment:  Permits  a  deduction  for  losses  occasioned  by  the  seizure  by  Cuba  of  tangible 

personal  property. 

(b)  Conference  action:  Agreed  to  retain  this  provision  in  the  act.  [SA  No.  196 — HR  with  an 

amendment] 

6.  Credit  or  refund  of  self-employment  tax  (sec.  239) — 

(a)  Permits  refunds  of  self-employment  tuxes  for  persons  covered  by  self-employment  tax 

and  by  a  retroactive  social  security  agreement. 

(b)  Conference  action:  Agreed  to  retain  this  provision  in  the  act.  [SA  No.  197 — HR  with 

an  amendment] 

7.  Estate  tax  on  reversionary  or  remainder  interests  (sec.  240) — 

(a)  Amendment:  Provides  3  years  (rather  than  2  years)  after  a  precedent  interest  terminates 

for  the  payment  of  estate  tax  with  respect  to  reversionary  or  remainder  interests  if 
earlier  payment  results  in  undue  hardship. 

(b)  Conference  action:  Agreed  to  retain  this  provision  in  the  act.  [SA  No.  198 — HR  with 

an  amendment] 
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8.  Crop  insurance  proceeds — 

(а)  Amendment:  Permits  insurance  proceeds  received  as  a  result  of  destruction  or  damage 

to  be  reported  in  the  year  following  the  year  of  destruction  or  damage. 

(б)  Conference  action:  Agreed  to  delete  this  provision  from  the  act.  [SA  No.  199 — SR] 

9.  Deduction  for  transportation  of  disabled  individuals  (sec.  245 ) — 

(а)  Amendment :  Provides  a  deduction  of  up  to  $600  for  transportation  expenses  of  going  to 

and  from  work  for  disabled  individuals. 

(б)  Conference  action:  Agreed  to  delete  this  provision  from  the  act.  [SA  No.  200 — SR] 

10.  Additional  personal  exemptions  for  disability — ■ 

(a)  Amendment:  Provides  an  extra  $600  exemption  for  a  disabled  taxpayer  or  a  disabled 

spouse. 

(b)  Conference  action:  Agreed  to  delete  this  provision  from  the  act.  [SA  No.  201 — SR] 

11.  Time  for  filing  a  claim  for  refund  of  gasoline  taxes — 

(а)  Amendment:  Permits  the  Secretary  to  honor  a  claim  of  taxes  paid  for  gasoline  used  on 

farms  which  is  filed  a,fter  the  statutory  period  for  filing  the  refund  claim  (June  30  to  Sep¬ 
tember  30)  if  the  claimant  had  good  cause  for  failure  to  file  a  timely  claim. 

(б)  Conference  action:  Agreed  to  delete  this  provision  from  the  act.  [SA  No.  202 — SR] 

12.  Water  or  air  pollution — 

(а)  Amendment:  Allows  a  double  investment  credit  for  facilities  or  equipment  to  control 

water  or  air  pollution. 

(б)  Conference  action :  Agreed  to  delete  this  provision  from  the  act.  [SA  No.  203 — SR] 
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PART 


Sec.  1.  Declaration 


Present  law 

Treasury  recommendations 

H.R.  8363  as  passed  by  the 

House  of  Representatives 

Declaration:  It  is  the  sense  of 
Congress  that  the  tax  reduction 
provided  by  this  act  through  stimu¬ 
lation  of  the  economy,  will,  after  a 
brief  transitional  period,  raise  (rather 
than  lower)  revenues  and  that  such 
revenue  increases  should  first  be  used 
to  eliminate  the  deficits  in  the  admin¬ 
istrative  budgets  and  then  to  reduce 
the  public  debt.  To  further  the 
objective  of  obtaining  balanced 
budgets  in  the  near  future,  Congress 
by  this  action,  recognizes  the  im¬ 
portance  of  taking  all  reasonable 
means  to  restrain  Government  spend¬ 
ing  and  urges  the  President  to 
declare  his  accord  with  this  objective. 

Sec.  2. 


Present  law 

Treasury  recommendations 

H.R.  8363  as  passed  by  the 

House  of  Representatives 

Title  of  the  bill  is  to  be  cited  as 
the  “Revenue  Act  of  1963.” 

Sec.  111.  Reduction 

\ 

Present  law 

Treasury  recommendations 

H.R.  8363  as  passed  by  the 

House  of  Representatives 

Bottom  rate  of  20  and  top  rate  of  91 
percent. 

1.  Over  3-year  period  would  reduce 
bottom  rate  to  14  percent  (also  split 
this  bracket  in  half)  and  top  rate  to 
65  percent. 

2.  Effective  date:  About  one- 
quarter  of  rate  reduction  would  be 
effective  for  calendar  year  1963;  an¬ 
other  half  for  calendar  year  1964; 
and  final  one  quarter  for  calendar 
year  1965. 

1.  Over  2-year  period  reduces  bot¬ 

tom  rate  to  14  percent  and  top  rate 
to  70  percent.  Bottom  $2,000 

bracket  (for  single  taxpayer)  is  split 
into  4  $500  brackets  taxable  at  14, 
15,  16,  and  17  percent. 

2.  Effective  date:  Tax  rate  reduc¬ 
tions  are  generally  effective  as  of  Jan. 

1,  1964,  and  Jan.  1,  1965. 

Sec.  112.  Minimum 


Present  law 

Treasury  recommendations 

H.R.  8363  as  passed  by  the 
House  of  Representatives 

No  comparable  provision.  In  lieu  of 
itemizing  deductions,  a  taxpayer  may 
elect  to  take  a  standard  deduction  of  10 
percent  of  his  adjusted  gross  income 
(but  limited  to  a  maximum  of  $1,000). 

Would  allow  a  minimum  standard 
deduction  of  $300  for  each  taxpayer 
plus  $100  for  each  dependent,  includ¬ 
ing  a  spouse  (maximum  of  $1,000). 

Effective  date:  Would  be  effective 
for  taxable  years  beginning  after 
Dec.  31,  1963. 

Permits  a  minimum  standard  de¬ 
duction  of  $300  for  each  taxpayer 
plus  $100  for  every  exemption 
allowed  him  (maximum  of  $1,000). 

Effective  date:  Generally  effective 
as  of  Jan.  1,  1964. 
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I 

by  Congress 


H.R.  8363  as  ordered  reported  by 
Senate  Committee  on  Finance 


Deletes  this  provision  [SA  No.  1] _ 


H.R.  8363  as  passed  by  the 
Senate 


Deletes  this  provision. 


H.R.  8363  as  agreed  to  by  the 
conferees 
(Public  Law) 


Same  as  House  version  FSA  No. 
1— SR], 


Short  title 


H.R.  8363  as  ordered  reported  by 
Senate  Committee  on  Finance 

H.R.  8363  as  passed  by  the 
Senate 

H.R.  8363  as  agreed  to  by  the 
conferees 
(Public  Law) 

Title  of  the  bill  is  to  be  cited  as  the 
“Revenue  Act  of  1964”  [SA  No.  3]. 

Same  as  reported  by  Finance  Com¬ 
mittee 

Same  as  Finance  Committee  version 
[SA  No.  3— HR], 

of  tax  on  individuals 


H.R.  8363  as  ordered  reported  by 
Senate  Committee  on  Finance 

H.R.  8363  as  passed  by  the 
Senate 

H.R.  8363  as  agreed  to  by  the 
conferees 
(Public  Law) 

Same  as  House  provision  _  _ 

Same  as  House  provision 

Same  as  House  version. 

> 

standard  deduction 


H.R.  8363  as  ordered  reported  by 
Senate  Committee  on  Finance 

H.R.  8363  as  passed  by  the 
Senate 

H.R.  8363  as  agreed  to  by  the 
conferees 
(Public  Law) 

Same  as  House  provision _  .. 

Same  as  House  provision.. 

Same  as  House  version. 
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60-108 — 66 — pt.  4 


40 


Sec.  113.  Related 
Sec.  113(a).  Retirement 
Sec.  113(b).  Tax  on  nonresident 


Present  law 

Treasury  recommendations 

H.R.  8363  as  passed  by  the 
House  of  Representatives 

(a)  Retirement  income  credit :  A  tax 
credit  on  retirement  is  provided  for 
passive  investment  or  pension  income 
received  by  persons  generally  over  age 
65.  However,  the  income  taken  into 
account  for  this  credit  must  be  reduced 
for  tax  exempt  social  security  or  rail¬ 
road  retirement  income,  and  for  those 
under  age  72,  for  income  derived  from 
work  above  a  specified  income  level. 
In  computing  the  credit,  present  law 
provides  that  the  income  eligible  for 
the  credit  is  to  be  multiplied  by  the 
“rate  provided  in  sec.  1  for  the  first 
$2,000  of  taxable  income.”  This  rate 
is  20  percent  under  present  law. 

(b)  Tax  on  nonresident  alien  indi¬ 
viduals:  Nonresident  aliens  receiving 
income  from  sources  within  the  United 
States  such  as  interest,  dividends, 
rents,  salaries,  wages,  etc.,  generally  are 
taxed  on  such  income  at  a  flat  30-percent 
rate  (unless  applicable  tax  treaties  pro¬ 
vide  some  other  rate).  However,  pres¬ 
ent  law  provides  that  if  the  nonresident 
alien  receives  more  than  $15,400  from 
specified  sources  within  the  United 
States,  then  the  regular  individual  in¬ 
come  tax  will  apply  with  respect  to 
the  nonresident  alien’s  income  from 
sources  within  the  United  States  (if 
this  results  in  a  higher  tax  than  the 
flat  rate  30-percent  tax). 

(a)  Retirement  income  credit :  The 
rate  of  tax  to  be  used  in  computing 
this  credit  is  to  be  15  percent. 

(b)  Tax  on  nonresident  alien  indi¬ 
viduals:  The  income  level  of  $15,400 
has  been  established  at  $21,200. 

Sec.  121.  Reduction 

Present  law 

Treasury  recommendations 

H.R.  8363  as  passed  by  the 

House  of  Representatives 

A  total  general  corporate  rate  of  52 
percent  consisting  of  a  30-percent 
normal  tax  applying  to  all  corporate 
income  and  a  22-percent  surtax  rate 
applying  to  corporate  income  in  excess 
of  $25,000. 

Would  reduce  the  general  corpor¬ 
ate  rate  from  52  to  50  percent  in  1964 
and  to  47  percent  in  1965.  Would 
also  reverse  the  normal  and  surtax 
rates:  (1)  normal  tax  reduced  from 
30  to  22  percent  for  calendar  year 
1963  and  subsequent  years;  (2)  the 
22-percent  surtax  rate  increased  to 
30  percent  for  calendar  year  1963, 
then  reduced  to  28  percent  for  calen¬ 
dar  year  1964  and  further  reduced  to 
25  percent  for  calendar  1965  and  sub¬ 
sequent  years. 

Reduces  the  general  corporate  rate 
from  52  to  50  percent  in  1964  and  to 
48  percent  in  1965.  Reverses  the 
normal  and  surtax  rate:  (1)  normal 
tax  is  reduced  from  30  to  22  percent 
for  1964  and  years  thereafter;  (2)  the 
22-percent  surtax  rate  is  to  be  28 
percent  for  1964  and  26  percent  for 
1965  and  subsequent  years. 
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amendments 
Income  credit 
alien  individuals 


H.R.  8363  as  ordered  reported  by 
Senate  Committee  on  Finance 


(a)  Same  as  House  provision. 


H.R.  8363  as  passed  by  the 
Senate 


(a)  Modified  so  that  rate  of  tax 
will  be  17  %  in  case  of  a  taxable  year 
beginning  in  1964,  or  15  percent  in 
case  of  a  taxable  year  beginning  after 
December  31,  1964  [SA  No.  4]. 


H.R.  8363  as  agreed  to  by  the 
conferees 
(Public  Law) 


(a)  Same  as  Senate  version  [SA 
No.  4— HR]. 


(b)  Same  as  house  provision 


(b)  Same  as  House  provision 


(b)  Same  as  House  version. 


of  tax  on  corporations 


H.R.  8363  as  ordered  reported  by 
Senate  Committee  on  Finance 

H.R.  8363  as  passed  by  the 
Senate 

H.R.  8363  as  agreed  to  by  the 
conferees 
(Public  Law) 

Same  as  House  provision,  except  for 

Same  as  reported  by  Finance  Com- 

Same  as  Finance  Committee  version 

a  technical  clarifying  amendment  (re¬ 
lating  to  the  surtax  exemption).  [SA 

[SA  No.  5— HR], 

No.  5]. 
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Sec.  122.  Current  tax 


Present  law 

Treasury  recommendations 

H.R.  8363  as  passed  by  the 
House  of  Representatives 

Calendar-year  corporation  pays  25 
percent  of  estimated  tax  in  excess  of 
$100,000  on  Sept.  15  and  another  25 
percent  on  Dec.  15  of  year  in  which  tax 
liability  arises.  Remainder  of  tax  due 
is  paid  in  subsequent  year  in  2  equal 
installments — on  Mar.  15  and  on 
June  15. 

For  calendar-year  corporations 
with  tax  liability  in  excess  of  $100,- 
000  the  2  installment  payments  due 
Mar.  15  and  June  15  of  the  year 
following  the  year  of  liability,  would 
over  a  5-year  period  (1964-68)  be 
advanced  to  Apr.  15  and  June  15 
of  year  of  liability.  The  Sept.  15  and 
Dec.  15  estimated  payments  of  25 
percent,  as  under  present  law,  would 
not  be  changed.  Any  liability  not 
in  excess  of  $100,000  would,  as  under 
present  law,  be  payable  in  2  install¬ 
ments  on  Mar.  15  and  June  15  of 
the  year  following  the  year  of  liabil¬ 
ity.  Transitional  rule  would  require 
that,  starting  in  1964,  the  first  2 
installments  of  tax  due  on  Apr.  15 
and  on  June  15  of  year  of  liability 
would  be  equal  to  5  percent  of  esti¬ 
mated  tax  liability  and  would  be 
increased  by  an  additional  5  percent 
each  year  thereafter  until  25  percent 
is  reached. 

For  calendar-year  corporations 
with  tax  liability  in  excess  of  $100,- 
000  the  2  installment  payments  due 
Mar.  15  and  June  15  of  year  follow¬ 
ing  year  of  liability  will,  over  a 
7-year  period  (1964-70)  be  advanced 
to  Apr.  15  and  June  15  of  year  of 
liability.  No  change  is  made  with 
respect  to  the  25-percent  install¬ 
ment  payments  due  on  Sept.  15  and 
Dec.  15,  nor  with  respect  to  tax 
liability  where  it  does  not  exceed 
$100,000;  i.e.,  if  not  paid  by  esti¬ 
mated  tax  payments,  balance  is 
due  in  2  equal  instal'ments,  Mar.  15 
and  June  15,  of  year  following  year 
of  liability.  The  quarterly  percent¬ 
age  increases,  which  apply  only  to 
tax  liability  in  excess  of  $100,000, 
begin  with  1  percent  in  1964,  in¬ 
creasing  to  4  percent  in  1965,  9  per¬ 
cent  in  1966,  14  percent  in  1967,  19 
percent  in  1968,  22  percent  in  1969, 
and  25  percent  in  1970  and  subse¬ 
quent  years. 

Sec.  123.  Related 
Sec.  123(a).  Tax  on  mutual  insurance 
Sec  123(b).  Receipt  of  minimum  distributions 
Sec.  123(c).  Amendment 


Present  law 

Treasury  recommendations 

H.R.  8363  as  passed  by  the 

House  of  Representatives 

The  following  amendments  are 
made  to  conform  to  the  new  rates. 

(a)  Tax  on  mutual  insurance 
companies  (other  than  life,  etc.) : 
Amends  sec.  821(a)  of  the  code  to 
provide  that  for  each  taxable  year 
beginning  after  Dec.  31,  1963,  the 
normal  tax  on  mutual  insurance 
companies’  taxable  income  is  to  be 
22  percent  of  such  income  or  44  per¬ 
cent  of  the  amount  by  which  such 
income  exceeds  $6,000,  whichever 
is  the  lesser.  That  section  is  also 
amended  to  provide  that  there  is 
imposed  on  mutual  insurance  com¬ 
panies’  taxable  income  a  surtax  com¬ 
puted  as  provided  in  sec.  1 1  (c)  of  the 
code  and  as  though  the  mutual  in¬ 
surance  companies’  taxable  income 
were  the  taxable  income  referred  to 
in  sec.  11(c).  Thus,  the  surtax  rate 
is  28  percent  for  a  taxable  year  begin¬ 
ning  after  Dec.  31,  1963,  and  before 
Jan.  1,  1965,  and  is  26  percent  for  a 
taxable  year  beginning  after  Dec.  31, 
1964.  Also  makes  conforming 
changes  to  sec.  821(c)(1). 
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payments  by  corporations 


H.R.  8363  as  ordered  reported  by 
Senate  Committee  on  Finance 

H.R.  8363  as  passed  by  the 
Senate 

H.R.  8363  as  agreed  to  by  the 
conferees 
(Public  Law) 

Same  as  House  provision. . . 

Same  as  House  provision _  . 

(a)  Same  as  House  version. 

amendments 

companies  (other  than  life,  etc.) 
by  domestic  corporations 
of  sec.  242 


H.R.  8363  as  ordered  reported  by 
Senate  Committee  on  Finance 

H.R.  8363  as  passed  by  the 
Senate 

H.R.  8363  as  agreed  to  by  the 
conferees 
(Public  Law) 

(a)  Same  as  House  provision _ 

Same  as  House  provision . .  . 

(a)  Same  as  House  version. 
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Sec.  123.  Related 
Sec.  123(a).  Tax  on  mutual  insurance 
Sec.  123(b).  Receipt  of  minimum  distributions 
Sec.  123(c).  Amendment 


Present  law 

Treasury  recommendations 

H.R.  8363  as  passed  by  the 

House  of  Representatives 

(b)  Receipt  of  minimum  distri¬ 
butions  by  domestic  corporations: 
Amends  sec.  963(b)  of  the  code  to 
provide  a  new  minimum  distribution 
table  for  taxable  years  beginning  in 
1964  and  a  new  minimum  distribu¬ 
tion  table  for  taxable  years  begin¬ 
ning  after  Dec.  31,  1963. 

(c)  Amendment  of  sec.  242: 
Amends  sec.  242(a)  of  the  code 
(relating  to  deduction  for  partially 
tax-exempt  interest)  to  provide  that 
the  deduction  allowed  by  the  1st 
sentence  of  sec.  242(a)  is  not  allowed 
for  the  purpose  of  any  surtax  imposed 
by  subtitle  A  of  the  code  (relating  to 
income  taxes). 

Sec.  131.  Effective  date — 


Treasury  recommendations 

H.R.  8363  as  passed  by  the 

House  of  Representatives 

Provides  that  except  for  purposes 
of  sec.  21  of  the  code  (relating  to 
effect  of  changes  in  rates  during  a 
taxable  year),  the  amendments  made 
by  pts.  I  and  II  of  title  1  of  the  bill 
apply  with  respect  to  taxable  years 
beginning  after  Dec.  31,  1963. 

Sec.  132.  Effective  date — Fiscal 


Present  law 


Effective  date — fiscal  year  taxpayer: 
In  the  case  of  fiscal  year  taxpayers, 
sec.  21  of  the  code  provides  the  general 
rule  that  if  the  effective  date  of  the 
change  of  a  rate  of  tax  falls  on  a  date 
other  than  the  1st  day  of  a  taxable  year, 
then  tentative  taxes  are  to  be  com¬ 
puted  by  applying  the  rate  for  the  pe¬ 
riod  before  the  effective  date,  and  the 
rate  for  the  period  on  and  after  such 
date,  to  the  taxable  income  for  the  en¬ 
tire  taxable  year.  The  tax  for  such 
taxable  year  is  the  sum  of  that  propor¬ 
tion  of  each  tentative  tax  for  the  num¬ 
ber  of  days  in  the  entire  taxable  year. 


Treasury  recommendations 


H.R.  8363  as  passed  by  the 
House  of  Representatives 


Effective  date — fiscal  year  tax¬ 
payer:  Amends  existing  sec.  21(d) 
of  the  code  (relating  to  a  taxable 
year  beginning  before  Jan.  1,  1954, 
and  ending  after  Dec.  31,  1953)  to 
provide  rules  for  applying  existing 
sec.  21(a)  to  the  taxable  year  of  an 
individual  beginning  in  1963  and 
ending  in  1964  or  beginning  in  1964 
and  ending  in  1965.  Also  provides 
certain  rules  for  applying  existing 
sec.  21(a)  for  the  purpose  of  com¬ 
puting  the  tax  liability  of  a  corpora¬ 
tion  which  is  subject  to  the  provi¬ 
sions  of  pt.  II  of  subch.  B  of  ch.  6  of 
the  code  (relating  to  certain  con¬ 
trolled  corporations),  as  added  by 
sec.  223(a)  of  H.R.  8363,  for  a  tax¬ 
able  year  beginning  in  1963  and 
ending  in  1964. 
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amendments 

companies  (other  than  life,  etc.) 
by  domestic  corporations 
of  sec.  242 — Continued 


H.R.  8363  as  ordered  reported  by 
Senate  Committee  on  Finance 

H.R.  8363  as  passed  by  the 
Senate 

(b)  Same  as  House  provision.. _ 

(c)  Same  as  House  provision. _ 

H.R.  8363  as  agreed  to  by  the 
Conferees 
(Public  Law) 


(b)  Same  as  House  version. 


(c)  Same  as  House  version. 


General  rule 


H.R.  8363  as  ordered  reported  by 
Senate  Committee  on  Finance 

H.R.  8363  as  passed  by  the 
Senate 

H.R.  8363  as  agreed  to  by  the 
conferees 
(Public  Law) 

,^mp  flp  Hmiflp  provision _ - _ 

Samp  or  TToiirp  r>ro  vision  _ 

Same  as  House  version. 

year  taxpayers 


H.R.  8363  as  ordered  reported  by 
Senate  Committee  on  Finance 


Same  as  House  provision 


H.R.  8363  as  passed  by  the 
Senate 


Same  as  House  provision 


H.R. 


8363  as  agreed  to 

conferees 
(Public  Law) 


Same  as  House  version. 
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Sec.  201.  Dividends 


Present  law 

Treasury  recommendations 

H.R.  8363  as  passed  by  the 

House  of  Representatives 

Provides  a  4-percent  dividend  credit 
and  a  $50  dividend  exclusion. 

Would  repeal  the  4-percent  divi¬ 
dend  credit  and  the  $50  dividend 
exclusion  with  respect  to  dividends 
received  after  Dec.  31,  1963. 

The  4-percent  dividend  credit  is 
reduced  to  2  percent  for  1964,  and 
repealed  for  subsequent  years.  The 
$50  dividend  exclusion  is  increased 
to  $100  for  1964  and  subsequent 
years. 

Sec.  203.  Repeal  of  requirement  that  basis 


Present  law 


(a)  Allows  a  credit  equal  to  7  percent 
of  certain  types  of  investment  (3  percent 
in  case  of  most  public  utilities)  which  may 
be  offset  in  full  against  tax  liability  up 
to  $25,000  and  against  J4  of  tax  liability 
above  this  level.  In  addition,  the  base 
on  which  depreciation  may  be  taken  in 
the  case  of  assets  eligible  for  the  credit 
must  be  reduced  by  amount  of  the 
credit. 

(b)  Where  lessor  passes  investment 
credit  on  to  lessee,  the  credit  is  to  be 
based  on  the  fair  market  value  of  the 
property  if  the  property  was  construct¬ 
ed  by  lessor;  if  not  constructed  by  les¬ 
sor,  credit  is  to  be  determined  from 
basis  of  property  to  lessor. 


(c)  Elevators  and  escalators  are  not 
eligible  for  the  investment  credit. 


Treasury  recommendations 


H.R.  8363  as  passed  by  the 
House  of  Representatives 


None 


(a)  In  case  of  property  placed  in 
service  after  June  30,  1963,  repeals 
the  provision  requiring  a  7-percent 
downward  adjustment  in  basis  of 
property  to  the  extent  that  the  in¬ 
vestment  credit  applies.  Basis  of  the 
property  placed  in  service  prior  to 
this  date  is  to  be  increased  by  an 
equivalent  amount. 


(b)  Lessor-lessee:  Where  lessor 
passes  investment  credit  on  to  lessee, 
the  credit  is  to  be  based  on  the  fair 
market  value  of  the  property, 
whether  or  not  the  lessor  constructed 
the  property;  except  in  the  case 
where  members  of  an  affiliated  group 
lease  property  to  another  member 
in  which  case  the  credit  will  con¬ 
tinue  to  be  measured  by  the  basis 
of  the  lessor. 

Effective  date:  Applies  with  re¬ 
spect  to  property  transferred  to  a 
lessee  on  or  after  date  of  enactment. 

(c)  Elevators-escalators.  Makes 
elevators  and  escalators  eligible  for 
the  7-percent  investment  credit 
where  their  construction,  reconstruc¬ 
tion,  or  erection  is  completed  after 
June  30,  1963,  or  where  they  are  new 
in  the  hands  of  the  taxpayer  and  are 
acquired  after  that  date. 

(d)  Federal  regulatory  agencies: 

(1)  In  the  case  of  public  utility 
property  (eligible  for  3-percent 
credit)  Federal  regulatory  agencies 
are  not,  without  the  taxpayer’s  con¬ 
sent,  for  the  purpose  of  establishing 
the  cost  of  service  of  the  taxpayer,  to 
treat  more  than  a  proportionate  part 
of  an  investment  credit  as  reducing 
the  taxpayer’s  Federal  income  tax 
liabilities;  nor  are  such  regulatory 
agencies  permitted  to  accomplish  a 
similar  result  by  any  other  method. 

(2)  In  the  case  of  other  regulated 
companies  (those  receiving  a  7- 
percent  credit)  Federal  regulatory 
agencies  are  not,  without  taxpayer’s 
consent,  for  purposes  of  establishing 
the  cost  of  service  of  the  taxpayer, 
to  treat  any  investment  credit  al- 
owed  him  as  reducing  his  Federal 

income  taxes;  nor  are  the  agencies 
to  accomplish  a  similar  result  by 
any  other  method. 
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received  by  individuals 


H.R.  8363  as  ordered  reported  by 
Senate  Committee  on  Finance 

H.R.  8363  as  passed  by  the 
Senate 

H.R.  8363  as  agreed  to  by  the 
conferees 
(Public  Law) 

Same  as  House  provision  _ 

Same  as  House  provision. .  _ 

\ 

Same  as  House  version. 

of  sec.  38  property  be  reduced  by  7  percent 

H.R.  8363  as  ordered  reported  by 

H.R.  8363  as  passed  by  the 

H.R.  8363  as  agreed  to  by  the 
conferees 
(Public  Law) 

Senate  Committee  on  Finance 

Senate 

(a)  Same  as  House  provision  but 

(a)  Same  as  reported  by  Finance 

(a)  Same  as  Finance  Committee 

is  to  apply  to  property  placed  in  serv¬ 
ice  before  Jan.  1,  1964.  Thus,  no 
downward  adjustment  in  basis  is  re¬ 
quired  with  respect  to  property  placed 
in  service  after  Dec.  31,  1963  (June  30, 
1963,  under  the  House  bill)  [SA  Nos. 

9  to  18], 

Committee. 

version  [SA  Nos.  9  to  18 — HR]. 

(b)  Lessor-lessee:  Same  as  House 
provision. 

(b)  Same  as  House  provision.  _ 

(b)  Same  as  House  version. 

(c)  Elevators-escalators:  Same  as 
House  provision. 

(c)  Same  as  House  provision  ... 

(c)  Same  as  House  version. 

(d)  Federal  regulatory  agencies: 
Same  as  House  provision. 

(d)  Same  as  House  provision  . .  . 

(d)  Same  as  House  version. 
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Sec.  204.  Group-term  life  insurance 


Present  law 


Treasury  recommendations 


H.R.  8363  as  passed  by  the 
House  of  Representatives 


The  cost  of  group-term  life  insurance 
purchased  for  employees  by  their  em¬ 
ployer  or  employers  is  not  includable 
in  the  employees’  income  as  compensa¬ 
tion.  (But  the  cost  of  such  insurance 
provided  under  a  qualified  pension,  etc., 
plan  is  includible  in  the  employee’s 
income.) 


Would  limit  the  employee  exclu¬ 
sion  for  premiums  on  group-term  life 
insurance  furnished  by  his  employer 
to  the  cost  of  the  first  $5,000  of 
coverage. 


The  cost  of  group- term  life  in¬ 
surance  would  be  based  on  a  uniform 
premium  table. 


Effective  date:  This  provision 
would  apply  to  protection  furnished 
by  the  employer  in  taxable  years 
beginning  after  Dec.  31,  1963. 


(a)  Limits  the  employee  exclusion 
for  premiums  on  group-term  life  in¬ 
surance  furnished  through  the  em¬ 
ployer  to  premiums  paid  for  the  1st 
$30,000  of  coverage,  but  excepts  from 
this  section  a  taxpayer  whoso  em¬ 
ployment  has  been  terminated  and, 
who  either  has  reached  the  normal 
retirement  age  or  has  become  dis¬ 
abled.  The  employee  will  not  be 
taxed  where  the  employer  directly  or 
indirectly  is  the  beneficiary  or  the 
beneficiary  of  the  policy  is  a  chari¬ 
table  organization. 

(b)  The  cost  of  the  insurance  pro¬ 
tection  is  determined  by  using  a 
uniform  table  or  by  using  the  actual 
cost  of  the  policy,  but  in  either  case 
the  cost  of  the  insurance  is  averaged 
out  on  the  basis  of  5-year  age 
brackets.  The  cost  of  protection  for 
employees  over  age  64  will  remain 
constant. 

(c)  Provides  a  special  deduction 
for  employees  where  employee  con¬ 
tributes  more  than  the  cost  of  the 
protection  provided  him. 

(d)  Makes  the  cost  of  insurance 
which  is  taxable  to  the  employee, 
subject  to  the  regular  income  tax 
withholding  provisions. 


Effective  date:  Applies  with  re¬ 
spect  to  group-term  life  insurance 
protection  provided  after  Dec.  31, 
1963. 
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purchased  for  employees 


H.R.  8363  as  ordered  reported  by 
Senate  Committee  on  Finance 

H.R.  8363  as  passed  by  the 
Senate 

H.R.  8363  as  agreed  to  by  the 
conferees 
(Public  Law) 

(a)  Exclusion:  Increases  the  exclu¬ 
sion  with  respect  to  premiums  attrib¬ 
utable  to  the  first  $70,000  of  insurance 
rather  than  the  first  $30,000  of  cov¬ 
erage  [SA  No.  20]. 

1 

(a)  Exclusion:  Same  as  reported 
by  Finance  Committee  except  modi¬ 
fied  to  permit  employees  to  designate 
a  charity  as  the  beneficiary  of  group 
term  life  insurance  by  May  1,  1964, 
and  in  such  a  case  no  amount  would 
be  includible  in  gross  income  with 
respect  to  group-term  insurance  for 
the  period  January  1,  1964,  through 
April  30,  1964  [SA  No.  29], 

(a)  Exclusion :  Senate  version,  mod- 
fied  to  provide  for  an  exclusion  of 
$50,000  [SA  No.  29— HR;  SA  No. 
20 — HR  with  an  amendment]. 

(b)  Method  of  computation:  Same 
as  House  provision  but  deletes  the 
actual  cost  method  of  computing  the 
cost  of  group-term  insurance  [SA  No. 
21]. 

(b)  Method  of  computation:  Same 
as  reported  by  Finance  Committee. 

(b)  Method  of  computation:  Same 
as  Finance  Committee  version  [SA 
No.  21— HR]. 

(c)  Special  deduction:  Deletes  the 
House  provision  [SA  No.  23]. 

(c)  Special  deduction:  Same  as 
reported  by  Finance  Committee. 

(c)  Special  deduction:  Same  as 
Finance  Committee  [SA  No.  23 — 
HR]. 

(d)  Withholding:  Deletes  withhold¬ 
ing  requirements  of  House  provision 
[SA  No.  25].  Substitutes  in  lieu 
thereof  an  information  return  report¬ 
ing  requirement  with  penalties  for 
failure  to  file  information  [SA  No.  26]. 

Effective  date:  Same  as  House 
provision. 

(d)  Withholding:  Same  as  re¬ 
ported  by  Finance  Committee. 

Effective  date:  Same  as  Housepro- 
vision. 

(d)  Withholding:  Same  as  Finance 
Committee  version  [SA  No.  25 — HR; 
SA  No.  26 — HR  with  an  amend¬ 
ment.] 

Effective  date:  Same  as  House  ver¬ 
sion. 
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Inclusion  in  gross  income  of  reimbursed  medical  expenses 


Present  law 

Treasury  recommendations 

H.R.  8363  as  passed  by  the 

House  of  Representatives 

In  general,  gross  income  is  not  to 
include  amounts  received  through  acci¬ 
dent  or  health  insurance  for  medical 
expenses  for  personal  injuries  or  sick¬ 
ness. 

N  one  _ _ _ _ 

Gross  income  is  to  include  pay¬ 
ments  received  by  a  taxpayer  from 
health  and  accident  insurance  as  re¬ 
imbursement  for  medical  expenses  to 
the  extent  that  the  reimbursement 
payments  exceed  the  actual  medical 
expenses  incurred  with  respect  to  any 
one  illness  or  accident. 

Effective  date:  Applies  with  re¬ 
spect  to  taxable  years  beginning  after 
Dec.  31,  1963. 

Sec.  205.  Amounts  received 


Present  law 


Treasury  recommendations 


H.R.  8363  as  passed  by  the 
House  of  Representatives 


Allows  a  sick-pay  exclusion  of  up  to 
$100  a  week  for  a  taxpayer  who  is 
absent  from  work  because  he  is  injured 
or  hospitalized.  The  same  exclusion 
is  granted  to  a  taxpayer  who  is  sick 
and  not  hospitalized  except  that  such 
exclusion  does  not  apply  to  the  first 
7  days  of  sickness.  The  sick-pay  ex¬ 
clusion  also  covers  those  taxpayers  who 
are  permanently  retired  because  of  dis¬ 
ability  before  the  normal  retirement 
age,  but  only  until  that  time. 


Would  repeal  the  sick-pay  exclu¬ 
sion,  with  the  exception  that  dis¬ 
ability  pension  payments  for  those 
retired  on  disability  before  Jan.  1, 
1964,  would  continue  to  be  eligible 
for  the  sick-pay  exclusion. 


Effective  date:  Would  apply  with 
respect  to  payments  received  for 
periods  of  absence  occurring  after 
Dec.  31,  1963. 


Makes  the  sick-pay  exclusion  of 
up  to  $100  a  week  applicable  only 
to  amounts  attributable  to  those 
periods  of  absence  from  work  due  to 
sickness  or  injury  beyond  the  1st  30 
days.  Disability  pension  payments 
received  by  taxpayers  permanently 
retired  will  continue  to  be  eligible 
(after  30  days)  for  the  exclusion  up 
to  normal  retirement  age. 


Effective  date:  Will  apply  to  wage 
payments  attributable  to  periods  of 
absence  commencing  after  Dec.  31, 
1963. 


Sec.  206.  Exclusion  from  gross  income  of  gain  on  sale  or 


Present  law 


Treasury  recommendations 


H.R.  8363  as  passed  by  the 
House  of  Representatives 


Where  an  individual  sells  his  old 
residence  and,  within  1  year  (either  be¬ 
fore  or  after)  of  that  sale,  purchases  a 
new  residence  or  within  18  months 
thereafter  builds  a  new  residence,  the 
gain  on  the  sale  of  the  old  residence  is 
not  recognized  to  the  extent  that  it, 
plus  the  cost  or  other  basis  of  the  old 
residence,  is  invested  in  the  new  resi¬ 
dence.  Any  gain  subject  to  tax  is  taxed 
as  capital  gain. 


None. 


Provides  a  full  exclusion  (for  1 
time  only)  from  gross  income  for  the 
gain  attributable  to  the  1st  $20,000 
of  sales  price  received  from  the  sale 
or  exchange  of  a  personal  residence 
in  the  case  of  taxpayers  who  have 
reached  age  65  before  the  sale  or  ex¬ 
change  occurs,  and  who  have  owned 
and  used  the  property  involved  as 
their  principal  residence  for  5  out  of 
the  last  8  years  before  the  sale  or  ex¬ 
change.  The  exclusion  is  elective 
and  may  be  made  or  revoked  at  any 
time  before  the  expiration  of  the 
period  for  making  a  claim  for  credit 
or  refund  of  income  tax  with  respect 
to  the  year  in  which  the  sale  or  ex¬ 
change  occurred. 

Effective  date:  Applies  with  re¬ 
spect  to  sales,  exchanges,  and  other 
dispositions  of  a  residence  after 
Dec.  31,  1963. 
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to  the  extent  that  the  reimbursement  exceeds  the  expenses 


H.R.  8363  as  ordered  reported  by 
Senate  Committee  on  Finance 

H.R.  8363  as  passed  by  the 
Senate 

H.R.  8363  as  agreed  to  by  the 
conferees 
(Public  Law) 

Deletes  House  provision  [SA  No.  30], 

Deletes  House  provision..  . 

Same  as  Finance  Committee  ver¬ 
sion.  [SA  No.  30 — HR]. 

under  wage  continuation  plans 

H.R.  8363  as  ordered  reported  by 
Senate  Committee  on  Finance 

H.R.  8363  as  passed  by  the 
Senate 

H.R.  8363  as  agreed  to  by  the 
conferees 
(Public  Law) 

Same  as  House  provision  _  ____ 

Modified  House  provision  to  pro¬ 
vide  that  if  an  employee’s  :‘sick  pay” 
is  less  than  75  percent  of  his  regular 
weekly  rate  of  wages,  then  in  apply¬ 
ing  the  exclusion  of  up  to  $100  per 
week,  the  waiting  period  under  exist¬ 
ing  law  (7  days  in  the  case  of  sick¬ 
ness;  no  waiting  in  the  case  of  in¬ 
juries  or  hospitalization)  is  to  apply 
(rather  than  the  30-day  period  un¬ 
der  the  House  bill)  [SA  No.  31]. 

Senate  version  modified  to  provide 
that  within  the  30-day  period  if  the 
sick  pay  is  75  percent  or  less  of  the 
regular  weekly  rate,  then  up  to  $75  a 
week  may  be  excluded  after  an  ab¬ 
sence  of  7  calendar  days  on  account 
of  injuries  or  illness  and  from  the  first 
day  without  any  waiting  period  if  the 
taxpayer  is  hospitalized  at  least  1  day 
in  the  first  7.  [SA  No.  31 — HR  with 
an  amendment]. 

exchange  of  residence  of  individual  who  has  attained  age  65 

H.R.  8363  as  ordered  reported  by 
Senate  Committee  on  Finance 

H.R.  8363  as  passed  by  the 
Senate 

H.R.  8363  as  agreed  to  by  the 
conferees 
(Public  Law) 

Same  as  House  provision _ 

Same  as  House  provision _ 

Same  as  House  version. 
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Sec.  207.  Denial  of  deduction  for 


Present  law 


Treasury  recommendations 


H.R.  8363  as  passed  by  the 
House  of  Representatives 


State  and  local  taxes  paid  or  accrued 
by  a  taxpayer  generally  are  deductible 
for  Federal  income  tax  purposes  except 
death  and  gift  taxes  and  most  local  im¬ 
provement  taxes.  In  addition,  no  de¬ 
duction  is  allowed  from  gross  income 
for  Federal  taxes  paid  except  to  the 
extent  that  Federal  import  duties  and 
Federal  excise  and  stamp  taxes  qualify 
as  business  expenses  or  expenses  in¬ 
curred  in  the  production  of  income. 


Would  limit  the  total  of  all  item¬ 
ized  deductions  (including  interest, 
taxes,  charitable  contributions,  cas¬ 
ualty  losses,  etc,.)  to  amounts  in 
excess  of  5  percent  of  taxpayer’s 
adjusted  gross  income. 


Effective  date:  Would  apply  to 
taxable  years  beginning  after  Dec. 
31,  1963. 


(a)  Denies  a  deduction  in  comput¬ 
ing  income  subject  to  Federal  tax  for 
State  and  local  taxes  other  than  (1) 
State  and  local  personal  property 
taxes;  (2)  State  and  local,  and  for¬ 
eign,  real  property  taxes;  (3)  State 
and  local,  and  foreign,  income,  war 
profits,  and  excess  profits  taxes;  and 
(4)  State  and  local  general  sales 
taxes.  Thus,  State  and  local  gas¬ 
oline  taxes  and  automobile  registra¬ 
tion  fees  (including  auto  tags  and 
drivers’  licenses)  would  not  be  de¬ 
ductible.  This  section  has  no  appli¬ 
cation  to  the  extent  that  the  taxes 
paid  or  incurred  represent  trade  or 
business  expenses  or  expenses  in¬ 
curred  in  the  production  of  income. 

(b)  Definitions:  (1)  A  personal 
property  tax  which  may  be  deducted 
is  defined  as  an  ad  valorem  tax  im¬ 
posed  on  an  annual  basis  in  respect 
of  personal  property.  (2)  A  general 
sales  tax  which  may  be  deduoted  is 
defined  as  a  tax  imposed  at  1  rate 
with  respect  to  the  sale  at  retail  of  a 
broad  range  of  classes  of  items.  Also 
included  within  the  definition  is  a 
compensating  use  tax. 

(c)  Deletes  the  provision  of  exist¬ 
ing  law  which  allows  certain  very 
limited  local  improvement  taxes  to 
be  deductible. 


Effective  date:  Applies  with  re¬ 
spect  to  taxable  years  beginning 
after  Dec.  31,  1963. 


Sec.  208.  Personal 


Present  law 


Treasury  recommendations 


H.R.  8363  as  passed  by  the 
House  of  Representatives 


Deductions  for  losses  of  property,  not 
connected  with  a  trade  or  business, 
which  arise  from  fire,  storm,  shipwreck, 
or  other  casualty,  or  from  thefts,  are 
available  without  limitation  to  all  tax¬ 
payers  who  itemize  their  personal  de¬ 
ductions.  In  addition,  losses  incurred 
in  a  taxpayer’s  trade  or  business  or 
losses  incurred  in  connection  with 
transactions  entered  into  for  profit  are 
deductible. 


In  the  case  of  taxpayers  who  item¬ 
ize  their  personal  deductions,  would 
limit  deductible  casualty  and  theft 
losses  to  those  in  excess  of  4  percent 
of  taxpayer’s  adjusted  gross  income. 


Effective  date:  Would  apply  to 
taxable  years  beginning  after  Dec. 
31,  1963. 


Limits  the  deduction  for  personal 
casualty  and  theft  losses  to  the 
amount  in  excess  of  $100  for  each 
casualty  or  theft.  The  $100  limita¬ 
tion  applies  a  joint  return  by  a 
husband  and  wife  as  well  as  to  a 
separate  return  of  either.  No  limi¬ 
tation  is  placed  by  this  section  on 
trade  or  business  losses  or  losses 
incurred  in  connection  with  trans¬ 
actions  entered  into  for  profit. 

Effective  date:  Applies  with  re¬ 
spect  to  losses  sustained  after  Dec. 
31,  1963. 
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certain  State,  local,  and  foreign  taxes 


H.R.  8363  as  ordered  reported  by 
Senate  Committee  on  Finance 


(a)  Amends  the  House  provision  to 
restore  the  deductibility  of  State  and 
local  gasoline  taxes  and  automobile 
registration  fees  (including  auto  tags 
and  drivers’  licenses)  [SA  No.  32], 


(b)  Same  as  House  provision 


(c)  Amends  House  provision  to  re¬ 
store  a  deduction  for  taxes  levied  by  a 
district  described  in  sec.  164(b)(5)(B) 
of  the  code  for  the  purpose  of  retiring 
indebtedness  existing  on  December  31, 
1963  [SA  No.  35], 

Effective  date:  Same  as  House  pro¬ 
vision  except  as  provided  in  (c)  above. 


H.R.  8363  as  passed  by  the 
Senate 


(a)  Same  as  reported  by  Finance 
Committee. 


(c)  Same  as  reported  by  Finance 
Committee. 


Effective  date:  Same  as  reported 
by  Finance  Committee. 


H.R.  8363  as  agreed  to  by  the 
conferees 
(Public  Law) 


(a)  Same  as  House  version  except 
that  it  continues  the  deductibility  of 
State  and  local  gasoline,  diesel  fuel 
and  other  fuels  taxes  [SA  No.  32 — HR 
with  an  amendment]. 


(c)  Same  as  Finance  Committee 
version  [SA  No.  35 — HR]. 


Effective  date:  Same  as  Finance 
Committee  version. 


(b)  Same  as  House  provision. 


(b)  Same  as  House  version. 


casualty  and  theft  losses 


H.R.  8363  as  ordered  reported  by 

H.R.  8363  as  passed  by  the 

H.R.  8363  as  agreed  to  by  the 
conferees 

Senate  Committee  on  Finance 

Senate 

(Public  Law) 

Same  as  House  provision - 

Same  as  House  provision _ 

Same  as  House  version. 
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Sec.  209.  Charitable,  etc., 


Present  law 


Treasury  recommendations 


(a)  In  general,  individuals  are  al¬ 
lowed  a  deduction  of  up  to  20  percent 
of  their  adjusted  gross  income  for  con¬ 
tributions  to  or  for  the  use  of  charita¬ 
ble,  educational,  religious,  etc.,  organ¬ 
izations.  An  additional  10-percent 
deduction  is  allowed  for  contributions 
to  churches,  schools,  hospitals,  certain 
medical  research  organizations,  and 
certain  organizations  affiliated  with 
State  colleges  or  universities. 

(b)  Carryover  for  corporations:  Cor¬ 
porations  are  allowed  a  maximum 
charitable  contribution  deduction  of 
5  percent  of  their  taxable  income  com¬ 
puted  without  regard  to  this  and  certain 
other  deductions.  In  addition,  a  cor¬ 
poration  is  permitted  a  2-year  charit¬ 
able  contribution  carryover. 

(c)  Gift  of  future  interest:  A  tax¬ 
payer  who  gives  property  to  charity 
but  retains  for  either  his  or  someone 
else’s  life  or  any  other  period  the  use  or 
enjoyment  of  the  property,  receives  a 
charitable  contribution  deduction  for 
income  tax  purposes,  at  the  time  of  the 
gift  of  the  future  interest,  equal  to  the 
present  discounted  value  of  that  future 
interest. 

(d)  Unlimited  deduction:  An  un¬ 
limited  charitable  contributions  deduc¬ 
tion  is  permitted  for  contributions  in 
cases  where  the  contributions  plus 
taxes  equal  90  percent  or  more  of  the 
taxpayer’s  taxable  income  in  the  taxable 
year  and  in  8  out  of  the  10  preceding 
taxable  years. 


Would  increase  the  maximum 
charitable  contributions  deduction 
from  20  to  30  percent  for  all  contri¬ 
butions  except  those  to  private 
foundations. 

Effective  date:  Would  apply  to 
taxable  years  beginning  after  Dec. 
31,  1963. 


Unlimited  deduction:] Would  elim¬ 
inate  this  deduction  for  all  taxable 
yearsjbeginning  [after  Dec.  31,  1963. 


H.R.  8363  as  passed  by  the 
House  of  Representatives 


(a)  30-percent  deduction :  Allows  a 
30-percent  maximum  charitable  con¬ 
tributions  deduction  generally  for 
contributions  to  organizations  other 
than  private  foundations. 

Effective  date:  Applies  with  re¬ 
spect  to  taxable  years  beginning 
after  Dec.  31,  1963. 


(b)  Carryover  for  corporations :  In 
the  case  of  corporations,  extends 
the  2-year  carryover  of  charitable 
contributions  to  5  years. 

Effective  date:  Applies  with  re¬ 
spect  to  contributions  paid  (or 
treated  as  paid)  in  taxable  years 
beginning  after  Dec.  31,  1963. 

(c)  Gift  of  future  interest:  Denies 
a  charitable  contributions  deduction 
for  future  interests  in  tangible  per¬ 
sonal  property  until  the  donor’s  (and 
certain  related  parties’)  interest  in 
the  property  expires  or  is  relin¬ 
quished,  except  where  the  right  to 
the  property  is  retained  for  the  life 
or  lives  of  the  donor  or  donors. 

Effective  date:  Applies  with  re¬ 
spect  to  transfers  after  Dec.  31,  1963. 

(d)  Unlimited  deduction:  Makes 
no  change  in  existing  law. 
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contributions  and  gifts 


H.R.  8363  as  ordered  reported  by 
Senate  Committee  on  Finance 


(a)  30-percent  deduction:  Same  as 
House  provision. 


(b)  Carryover  for  corporations: 
Same  as  House  provision. 

Effective  date :  Modified  House  pro¬ 
provision  so  as  to  apply  with  respect  to 
contributions  paid  (or  treated  as  paid) 
in  taxable  years  beginning  after  Dec. 
31,  1961  [SA  No.  42], 

(c)  Gift  of  future  interests:  Modi¬ 
fied  House  provision  to  deny  a  deduc¬ 
tion  in  any  case  where  a  life  interest  is 
reserved  (whether  reserved  for  the 
donor’s  life  or  anyone  else’s  fife)  [SA 
No.  41]. 


(d)  Unlimited  deduction:  Amends 
the  unlimited  charitable  contribu¬ 
tions  deduction  so  as  to  make  that 
deduction  unavailable  in  the  case  of 
charitable  contributions  to  private 
foundations  (i.e.,  those  not  eligible  for 
the  30-percent  charitable  contribu¬ 
tions  deduction  under  the  House  bill) 
[SA  No.  36]. 


H.R.  8363  as  passed  by  the 
Senate 


(a)  30-percent  deduction :  Same  as 
House  provision. 


(b)  Cairyover  for  corporations: 
Same  as  House  provision. 

Effective  date:  Same  as  reported 
by  Finance  Committee. 


(c)  Gift  of  future  interests:  Same 
as  reported  by  Finance  Committee. 


(d)  Unlimited  deductions:  Same 
as  reported  by  Finance  Committee. 


H.R.  8363  as  agreed  to  by  the 
conferees 
(Public  Law) 


(a)  30-percent  deduction:  Same  as 
House  version. 


(b)  Carryover  for  corporations: 
Same  as  House  version. 

Effective  date:  Same  as  Finance 
Committee  version  [SA  No.  42 — HR 
with  an  amendment]. 


(c)  Gift  of  future  interests:  Same 
as  Finance  Committee  version  modi¬ 
fied  to  make  provision  effective  July 
1,  1964  [SA  No.  41— HR;  SA  No. 
42 — HR  with  an  amendment]. 


(d)  Unlimited  deductions:  Same  as 
Finance  Committee  version  but  mod¬ 
ified  to  provide  that  the  unlimited 
charitable  contribution  deduction  will 
be  available  in  the  case  of  contribu¬ 
tions  to  organizations  “not  supported 
by  the  general  public”  (1)  where  the 
foundation  is  itself  an  “operating 
foundation”  or  (2)  where  the  or¬ 
ganization  pays  out  (either  uses 
it  itself  for  the  charitable  purpose  or 
gives  it  to  another  organization  which 
uses  _  it  for  the  charitable  purpose) 
within  a  3-year  period  an  amount 
equal  to  50  percent  or  more  of  the  con¬ 
tribution,  and  all  of  the  income  of  the 
organization  through  the  taxable  year 
in  which  the  50-percent  test  is  met. 
Such  an  organization  will  not  qualify, 
however,  if  any  part  of  income  or 
corpus  is  lent  to  the  donor  of  the 
contribution,  any  member  of  his  fam¬ 
ily,  any  employee  of  his,  any  officer 
or  employee  of  a  corporation  in  which 
he  owns  directly  or  indirectly  50  per¬ 
cent  of  the  stock,  or  any  partner  or 
employee  of  a  partnership  where 
he  owns  directly  or  indirectly  a  50- 
percent  interest  in  the  partnership; 
neither  can  the  foundation  pay  com¬ 
pensation  to  this  same  group  of  persons 
(except  to  the  extent  of  reasonable 
compensation  for  actual  personal 
services),  nor  make  the  services  pro¬ 
vided  by  the  foundation  available 
to  them  on  a  preferential  basis,  nor 
buy  any  property  or  securities  (except 
minimal  amounts)  from  them  nor 
sell  any  but  minimal  amounts  to  them. 

Effective  date:  Applies  to  contribu¬ 
tions  made  on  or  after  date  of  enact¬ 
ment  of  the  act  [SA  No.  36 — HR 
with  an  amendment]. 
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Sec.  209.  Charitable,  etc. 


Present  law 


Treasury  recommendations 


H.R.  8363  as  passed  by  the 
House  of  Representatives 


(e)  Carryover  for  individuals:  An 
individual  is  not  allowed  a  carryover  of 
a  deduction  from  one  year  to  the  next 
for  excess  charitable  contributions. 


Sec.  211.  1 -percent  limitation 


Present  law 

Treasury  recommendations 

H.R.  8363  as  passed  by  the 

House  of  Representatives 

If  a  taxpayer  itemizes  his  deductions, 
he  is  allowed  to  deduct  only  those  medi¬ 
cal  expenses  which  exceeded  3  percent  of 
his  adjusted  gross  income.  In  comput¬ 
ing  his  medical  expenses,  which  are 
subject  to  the  3-percent  limit,  medicines 
and  drugs  may  be  taken  into  account 
only  if  they  exceed  1  percent  of  his  ad¬ 
justed  gross  income.  The  1-percent 
limitation  applies  to  all  taxpayers  with¬ 
out  regard  to  their  age.  The  3-percent 
limitation  does  not  apply  in  the  case  of 
medical  expenses  of  the  taxpayer  and 
his  spouse  where  either  of  them  is  65 
or  over  nor  in  the  case  of  medical  ex¬ 
penses.  of  the  mother  or  father  of  the 
taxpayer  or  his  spouse  where  the  parent 
is  65  or  over  and  is  a  dependent  of  the 
taxpayer. 

(a)  In  the  case  of  medical  expenses 
of  persons  under  65  years  of  age, 
would  substitute  a  4-percent  floor  on 
medical  expenses  generally  for  the 
separate  3-percent  floor  on  medical 
expenses  and  the  1-percent  floor  on 
medicine  and  drugs.  In  the  case  of 
medical  expenses  of  persons  65  or 
over,  there  would  be  no  floor. 

(b)  Would  remove  the  ceilings  on 
medical  deductions  so  as  to  permit  all 
taxpayers  to  deduct  the  full  amount 
of  their  eligible  medical  expenses. 

(c)  Would  amend  the  definition  of 
medical  expenses  which  qualify  for 
deduction  to  permit  a  deduction  for 
the  cost  of  facilities,  services,  and  de¬ 
vices  (such  as  a  clarinet,  dancing  les¬ 
sons,  swimming  pools,  air  condition¬ 
ers,  etc.)  only  if  they  were  of  a  type 
customarily  used  primarily  for  medi¬ 
cal  purposes,  and  were  in  fact  in¬ 
tended  primarily  for  medical  use  of 
the  taxpayer  or  a  dependent. 

(d)  The  deductibility  of  expenses 
for  medicines  and  drugs  would  be  lim¬ 
ited  to  those  purchased  pursuant  to  a 
doctor’s  prescription. 

(e)  Would  limit  the  deductibility 
of  certain  transportation  expenses  as 
medical  expenses. 

(f)  In  the  case  of  insurance  pre¬ 

miums  paid  by  a  taxpayer  on  a  policy 
which  covers  both  medical  and  non¬ 
medical  protection,  only  the  portion 
of  the  premium  attributable  to  medi¬ 
cal  protection  would  qualify  as  a 
medical  expense.  1^ 

Effective  date:  Would  apply  tb 
taxable  years  beginning  after  Bee.  31, 
1963. 

The  1-percent  limitation  on  medi¬ 
cines  and  drugs  which  must  be  taken 
into  account  in  determining  deducti¬ 
ble  medical  expenses  is  made  in¬ 
applicable  in  the  case  of  amounts 
paid  for  the  care  of  the  taxpayer  and 
his  spouse  if  either  of  them  has  at¬ 
tained  age  65  before  the  end  of  the 
taxable  year  and  also  in  the  case  of 
amounts  paid  for  the  care  of  a  de¬ 
pendent  mother  or  father  of  the  tax¬ 
payer  or  his  spouse  if  the  mother  or 
father  has  attained  age  65  before  the 
end  of  the  taxable  year  and  is  a 
dependent  of  the  taxpayer. 

Effective  date:  Applies  with  re¬ 
spect  to  taxable  years  beginning  after 
Dec.  31,  1963. 
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contributions  and  gifts — Continued 


H.R.  8363  as  ordered  reported  by 
Senate  Committee  on  Finance 


Effective  date:  Applies  to  taxable 
years  beginning  after  Dec.  31,  1963. 
Thus,  prior  law  will  apply  when  any 
year  prior  to  1964  is  taken  into  account 
and  the  new  rules  will  be  applicable 
with  respect  to  any  computation  in¬ 
volving  1964  or  a  subsequent  year. 

(e)  Carryover  for  individuals:  In 
the  case  of  individuals,  provides  a  5- 
year  carryover  for  such  individuals 
with  respect  to  excess  contributions  that 
qualify  in  the  30-percent  category  (as 
amended  by  the  House  bill) .  No  con¬ 
tribution  may  be  carried  to  or  through 
a  year  with  respect  to  which  the  tax¬ 
payer  has  elected  the  unlimited  chari¬ 
table  contributions  deduction. 

Effective  date:  Applies  with  respect 
to  contributions  paid  in  taxable  years 
beginning  after  Dec.  31,  1963  (SA 
No.  37]. 


H.R.  8363  as  passed  by  the 
Senate 


Effective  date:  Same  as  reported 
by  Finance  Committee. 


(e)  Carryover  for  individuals: 
Same  as  reported  by  Finance  Com¬ 
mittee. 


Effective  date:  Same  as  reported 
by  Finance  Committee. 


H.R.  8363  as  agreed  to  by  the 
conferees 
(Public  Law) 


Effective  date:  Same  as  Finance 
Committee  version. 


(e)  Carryover  for  individuals:  Same 
as  Finance  Committee  version  [SA 
No.  37— HR]. 


Effective  date:  Same  as  Finance 
Committee  version. 


on  medicine  and  drugs 


H.R.  8363  as  ordered  reported  by 
Senate  Committee  on  Finance 


Same  as  House  provision. 


H.R.  8363  as  passed  by  the 
Senate 


Same  as  House  provision. 


H.R.  8363  as  agreed  to  by  the 
conferees 
(Public  Law) 


Same  as  House  version. 
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Sec.  212.  Care 


Present  law 


(a)  Amount  deductible:  Allows  a 
deduction  of  up  to  $600  for  expenses 
incurred  for  child  care,  without  regard 
to  the  number  of  children  or  other  de¬ 
pendents  of  the  taxpayer. 


(b)  Eligible  taxpayers:  The  class  of 
taxpayers  allowed  the  deduction  are  (1) 
women  that  are  single,  are  divorced  or 
separated  (or,  in  some  cases  deserted), 
or  are  widows;  (2)  men  who  are  wid¬ 
owed,  divorced,  or  legally  separated; 
and  (3)  working  wives. 


(c)  Age  limit:  The  child  of  the  tax¬ 
payer  for  whom  this  deduction  is 
granted  must  be  a  son,  daughter,  step¬ 
son,  or  step-daughter  of  the  taxpayer 
and  must  be  under  age  12,  or  must  be  a 
dependent  who  is  physically  or  mentally 
incapable  of  caring  for  himself. 

(d)  Income  limitation:  In  the  case  of 
working  wives,  the  $600  deduction  is 
available  only  if  the  combined  adjusted 
gross  income  of  the  wife  and  husband 
who  file  a  joint  return  does  not  exceed 
$4,500.  The  deduction  available  is 
decreased  $1  for  each  $1  of  income 
above  $4,500,  but  this  $4,500  limita¬ 
tion  does  not  apply  if  the  husband  is  in¬ 
capable  of  self-support  because  men¬ 
tally  or  physically  defective. 


Treasury  recommendations 


(a)  Amount  deductible:  Would 
increase  the  deduction  from  $600  per 
year  per  taxpayer  to  $900  for  a  tax- 
ayer  with  2  dependents  and  to 
1,000  for  a  taxpayer  with  more  than 
2  dependents. 


(b)  Eligible  taxpayers:  Would  ex¬ 
pand  the  class  of  taxpayers  allowed 
the  deduction  to  include  (1)  a  man 
whose  wife  is  incapacitated  (or  in¬ 
stitutionalized)  for  a  period  ofj  90 
days  or  more. 


(c)  Age  limit:  The  under-12-year 
age  limit  would  be  extended  to  cover 
expenses  for  care  of  children  under  13 
years  of  age. 


(d)  Income  limitation:  Would  in¬ 
crease  the  present  $4,500  limitation 
on  the  joint  husband-wife  income  to 
$7,000. 

Effective  date:  Would  apply  to 
taxable  years  beginning  after  Dec.  31, 
1963. 


II. R.  8363  as  passed  by  the 
House  of  Representatives 


(a)  Amount  deductible:  Increases 
the  maximum  annual  deduction  from 
$600  to  $900  where  there  are  2  or 
more  qualified  dependents,  except 
that  the  additional  $300  is  not  to  be 
available  to  a  working  wife  (unless 
her  husband  is  incapable  of  self-sup¬ 
port). 

(b)  Eligible  taxpayers:  Expands 
the  class  of  taxpayers  allowed  the  de¬ 
duction  to  include  a  husband  (1) 
where  his  wife  is  incapacitated  in 
which  case  the  deduction  is  fully 
available  only  where  the  adjusted 
gross  income  of  the  taxpayer  and  his 
spouse  does  not  exceed  $4,500  (the 
deduction  decreases  $1  for  each  $1  of 
income  above  $4,500) ;  (2)  where  the 
wife  is  institutionalized  for  a  period 
of  90  days  or  more  in  which  case  the 
$4,500  limitation  does  not  apply. 

(c)  Age  limit:  Increases  the  under- 
12  age  bracket  to  cover  expenses  for 
care  of  children  under  13  years  of  age. 


(d)  Income  limitation:  Makes  no 
change  in  existing  law  in  the  case  of 
working  wives  or  in  the  case  of 
husbands  with  incapacitated  wives. 

Effective  date:  Applies  with  re¬ 
spect  to  taxable  years  beginning  after 
Dec.  31,  1963. 


Present  law 


(a)  Reimbursed  expenses: 

(1)  old  or  existing  employees: 


(i)  moving  of  household  goods 
and  personal  effects — excludable. 

(ii)  transportation  costs  of  em¬ 
ployee  and  family — excludable. 

(iii)  meals  and  lodging  in  tran¬ 
sit — excludable. 

(iv)  house  hunting — includible 
in  gross  income,  but  no  deduction 
allowed. 

(v)  temporary  living  allow¬ 
ances — no  exclusion  or  deduction  al¬ 
lowed  by  IRS,  but  exclusion  permitted 
by  Tax  Court  in  Cavanagh,  36  T.C.  300. 


Treasury  recommendations 


(a)  Reimbursed  expenses : 

(1)  old  or  existing  employees: 


(i)  moving  of  household  goods 
and  personal  effects — includible  in 
gross  income,  but  allows  a  deduction 
for  all  employees,  whether  or  not 
they  itemize. 

(ii)  transportation  costs  of 
employee  and  family — same  as  (i) 
above. 

(iii)  meals  and  lodging  in 
transit  of  employee  and  family — 
same  as  (i)  above. 

(iv)  house  hunting — includible 
in  gross  income  but  no  deduction 
allowed. 

(v)  temporary  living  allow¬ 
ances — same  as  (iv)  above. 


Sec.  213. 


H.R.  8363  as  passed  by  the 
House  of  Representatives 


(a)  Reimbursed  expenses: 

(1)  old  or  existing  employees: 
Does  not  change  present  law  as  out¬ 
lined  in  col.  No.  1. 
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of  dependents 


H.R.  8363  as  ordered  reported  by 
Senate  Committee  on  Finance 

H.R.  8363  as  passed  by  the 
Senate 

H.R.  8363  as  agreed  to  by  the 
conferees 
(Public  Law) 

(a)  Amount  deductible:  Increases 
the  maximum  annual  deduction  from 
$600  to  $900  for  a  taxpayer  with  2 
dependents  and  to  $1,000  for  a  tax¬ 
payer  who  has  3  or  more  dependents 
[SA  No.  46]. 

(a)  Amount  deductible:  Same  as 
reported  by  the  Finance  Committee. 

(a)  Amount  deductible:  Same  a- 
House  version  except  that  the  addi¬ 
tional  $300  is  available  to  a  workinu 
wife  [SA  No.  46 — HR  with  an 
amendment]. 

(b)  Eligible  taxpayers:  Same  as 
House  provision  but  increases  the 
income  limitation  to  $7,000  from 
$4,500  in  cases  where  the  wife  is 
incapacitated  [SA  No.  47]. 

(b)  Eligible  taxpayers:  Same  as 
reported  by  Finance  Committee. 

(b)  Eligible  taxpayers:  Same  as  Fi¬ 
nance  Committee  version  modified  to 
provide  for  an  income  limitation  of 
$6,000  [SA  No.  47 — HR  with  an 
amendment]. 

(c)  Age  limit:  Same  as  House  pro¬ 
vision. 

(c)  Age  limit:  Same  as  House  pro¬ 
vision. 

(c)  Age  limit:  Same  as  House 
version. 

(d)  Income  limitation:  Increases 
the  present  $4,500  limitation  to  $7,000 
in  the  case  of  working  wives  and  in 
the  case  of  husbands  with  incapaci¬ 
tated  wives  [SA  No.  47]. 

Effective  date:  Same  as  House  pro¬ 
vision. 

(d)  Income  limitation:  Same  as 
reported  by  Finance  Committee. 

Effective  date:  Same  as  House 
provision. 

(d)  Income  limitation:  Same  as 
Finance  Committee  version  except 
that  the  income  limitation  is  $6,000. 
[SA  No.  47 — HR  with  an  amendment]. 

Effective  date:  Same  as  House 
version. 

Moving  expenses 


H.R.  8363  as  ordered  reported  by 
Senate  Committee  on  Finance 

H.R.  8363  as  passed  by  the 
Senate 

H.R.  8363  as  agreed  to  by  the 
conferees 
(Public  Law) 

(a)  Reimbursed  expenses: 

(1)  Old  or  existing  employees: 
Same  as  House  provision.  (But  see 
new  provision  in  sec.  232  of  the  Fi¬ 
nance  Committee  bill  relating  to 
treatment  of  reimbursements  of  loss 
on  sale  of  residence  by  certain  trans¬ 
ferred  employees  explained  in  (i) 
below.) 

(a)  Reimbursed  expenses: 

(1)  Old  or  existing  employees: 
Same  as  reported  by  Finance  Com¬ 
mittee. 

(a)  Reimbursed  expenses: 

(1)  Old  or  existing  employees 
Same  as  House  version. 
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Sec.  213.  Moving 


Present  law 


(vi)  loss  on  sale  of  personal  resi¬ 
dence — includible  in  gross  income,  but 
no  deduction  allowed.  The  Tax  Court 
and  the  4th  circuit  in  Bradley,  39  T.C. 
652,  held  reimbursement  to  be  compen¬ 
sation  and  overruled  Schairer,  9  T.C. 
549  (which  had  permitted  reimburse¬ 
ment  to  be  treated  as  part  of  sales  price 
of  residence). 


(2)  new  employees:  Includible  in 
gross  income,  but  no  deduction  allowed. 


(b)  Nonreimbursed  expenses:  No 
deduction  is  allowed  for  any  moving 
expenses  whether  old  or  new  employee. 
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Treasury  recommendations 


(vi)  loss  on  sale  of  personal 
residence — same  as  (iv)  above. 


(2)  new  employees:  Would  pro¬ 
vide  same  treatment  for  new  em¬ 
ployees  on  items  listed  above  as  for 
old  employees. 


(b)  Nonreimbursed  expenses:  Al¬ 
lows  a  deduction  in  case  of  items  (i), 
(ii),  and  (iii)  above,  regardless  of 
whether  deductions  are  itemized. 
No  deduction  allowed  for  items  (.iv), 
(v),  and  (vi)  above. 


Effective  date:  Would  apply  to 
expenses  incurred  with  respect  to 
moves  made  after  Dec.  31,  1963. 


H.R.  8363  as  passed  by  the 
House  of  Representatives 


Loss  on  sale  of  personal  residence: 
Does  not  change  present  law  as  out¬ 
lined  in  col.  No.  1. 


(2)  new  employees:  Allows  a 
deduction  for  reasonable  expenses  of: 

(i)  moving  household  goods 
and  personal  effects. 

(ii)  transportation  costs  of 
employee  and  family. 

(iii)  meals  and  lodging  in 
transit  of  employee  and  family. 

(b)  Nonreimbursed  expenses:  Al¬ 
lows  a  deduction  similar  to  those 
allowed  in  (2)  above,  whether  old  or 
new  employee. 


(c)  Mileage  limitation:  The  new 
deduction  is  not  available  unless  the 
employee’s  commuting  distance  to 
his  new  principal  place  of  work  is  at 
least  20  miles  more  than  it  was  to  his 
former  principal  place  of  work;  or  if 
he  never  w  orked  or  w  as  unemployed 
for  a  long  time,  the  commuting  dis¬ 
tance  between  his  former  residence 
and  his  new  principal  place  of  work 
must  be  at  least  20  miles. 

(d)  Employment  period:  The  em¬ 
ployee  must  remain  employed  in  the 
new  locality,  on  a  full-time  basis,  for 
at  least  39  weeks  in  the  12-month 
period  immediately  following  his  ar¬ 
rival  in  the  general  area  of  his  new 
principal  place  of  work. 

ie)  Withholding:  Redefines  the 
term  "wages”  for  withholding  tax 
purposes  to  exclude  reimbursement 
for  which  it  is  reasonable  to  believe 
that  a  moving  expense  deduction  is 
allowable. 

Effective  date:  Applies  with  re¬ 
spect  to  moving  expenses  incurred 
after  Dec.  31,  1963,  in  taxable  years 
ending  after  that  date. 
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expenses — Continued 


H.R.  8363  as  ordered  reported  by 
Senate  Committee  on  Finance 


(i)  Loss  on  sale  of  personal 
residence:  In  cases  where  an  em¬ 
ployer  reimburses  an  employee  for 
certain  expenses  in  connection  with  the 
sale  of  his  house,  such  reimbursement 
is  to  be  treated  as  a  part  of  the  sales 
price  of  the  house  rather  than  com¬ 
pensation  received  by  the  employee. 
The  reimbursement  referred  to  is  to 
cover  any  losses  by  the  employee 
attributable  to  the  forced  sale  of  his 
house  and  also  the  selling  expenses  in¬ 
curred  by  him  in  connection  with  that 
sale.  (Added  by  sec.  232  of  the  Fi¬ 
nance  Committee  bill.) 

Effective  date:  Applies  to  reim¬ 
bursements  received  with  respect  to 
sales  contracts  entered  into  after 
Dec.  31,  1963,  in  taxable  years  ending 
after  such  date  [SA  No.  165]. 

(2)  New  employees:  Same  as 
House  provision. 


(b)  Nonreimbursed  expenses:  Same 
as  House  provision. 


(c)  Mileage  limitation:  Same  as 
House  provision. 


(d)  Employment 
House  provision. 


period:  Same  as 


(e)  Withholding:  Same  as  House 
provision  but  modified  to  apply  with 
respect  to  remuneration  paid  after  one 
week  following  date  of  enactment  [SA 
No.  52], 

Effective  date:  Same  as  House  pro¬ 
vision. 


H.R.  8363  as  passed  by  the 
Senate 


(i)  Loss  on  sale  of  personal 
residence:  Same  as  reported  by  Fi¬ 
nance  Committee. 


H.R.  8363  as  agreed  to  by  the 
conferees 
(Public  Law) 


(i)  Loss  on  sale  of  personal 
residence:  Same  as  House  version, 
i.e.,  present  law  [SA  No.  165 — SR]. 


Effective  date:  Same  as  reported 
by  Finance  Committee. 


(2)  New  employees:  Same  as 
House  provision. 


(b)  Nonreimbursed  expenses: 
Same  as  House  provision. 


(c)  Mileage  limitation:  Same  as 
House  provision. 


(d)  Employment  period:  Same  as 
House  provision. 


(e)  Withholding:  Same  as 
ported  by  Finance  Committee. 


re- 


Effective  date: 
provision. 


Same  as  House 


(2)  New  employees:  Same  as 
House  version. 


(b)  Nonreimbursed  expenses:  Same 
as  House  version. 


(c)  Mileage  limitation:  Same  as 
House  version. 


(d)  Employment  period:  Same  as 
House  version. 


(e)  Withholding:  Same  as  Finance 
Committee  version  [SA  No.  52 — HR], 


Effective  date:  Same  as  House 
version. 
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Sec.  215.  Interest  on  loans  incurred  to  purchase 


Present  law 


(a)  Borrowing  for  premiums:  A  tax¬ 
payer  is  allowed  an  interest  deduction 
in  cases  where  he  purchases  an  insurance 
contract  with  the  intention  of  borrow¬ 
ing  the  maximum  amount  of  the  con¬ 
tract  each  year,  unless  the  contract 
falls  within  one  of  the  following  cate¬ 
gories,  in  which  case  no  interest  deduc¬ 
tion  is  allowed: 

(i)  in  case  of  indebtedness  incurred 
or  continued  to  purchase,  or  carry,  a 
single  premium  life  insurance,  endow¬ 
ment,  or  annuity  contract; 

(ii)  in  cases  where  substantially  all 
the  premiums  on  a  contract  are  paid 
within  4  years  of  the  date  on  which  the 
contract  was  purchased; 

(iii)  in  cases  where  a  purchaser 
borrows  an  amount  equal  to  a  sub¬ 
stantial  portion  of  the  premium  pay¬ 
ments  on  a  contract,  but  instead  of 
purchasing  the  policy  outright,  deposits 
the  borrowed  funds  with  the  insurance 
company  for  future  payments  on  a 
policy. 


(b)  Split-dollar  insurance:  Under 
this  type  of  arrangement  where  the  em¬ 
ployee  pays  part  of  the  insurance  pre¬ 
mium  on  an  ordinary  life  insurance  pol¬ 
icy  on  his  life,  and  his  employer  pays 
that  part  of  the  premium  which  is  added 
to  the  cash  surrender  value,  the  em¬ 
ployee  is  not  required  to  include  in  in¬ 
come  the  interest  earned  on  the  cash 
surrender  value  (part  paid  by  employer) 
which  is  applied  by  the  employer  to  re¬ 
duce  employee’s  premium. 
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Treasury  recommendations 


(a)  Borrowing  for  premiums: 
Would  amend  sec.  264  to  disallow  a 
deduction  for  interest  on  indebted¬ 
ness  incurred  or  continued  to  pur¬ 
chase  or  carry  a  life  insurance,  en¬ 
dowment,  or  annuity  contract  under 
circumstances  which  reasonably  es¬ 
tablish  the  existence  of  a  systematic 
plan,  program  or  intention  that  any 
part  of  a  substantial  number  of  pre¬ 
miums  be  paid  by  means  of  indebted¬ 
ness.  Would  apply  to  loans  by  the 
insurance  company  issuing  the  policy 
as  well  as  oans  from  others. 


Effective  date:  Would  apply  to 
interest  paid  or  incurred  during  tax¬ 
able  years  beginning  after  Dec.  31, 
1963. 


(b)  Split-dollar  insurance:  Would 
include  in  employee’s  income  subject 
to  tax,  the  earnings  on  the  employer’s 
cash  surrender  value  which  are  ap¬ 
plied  to  purchase  protection  for  the 
employee. 


Effective  date:  Would  apply  to 
premiums  paid  in  taxable  years  be¬ 
ginning  after  Dec.  31,  1963. 


H.R.  8363  as  passed  by  the 
House  of  Representatives 


(a)  Borrowing  for  premiums: 
Denies  a  deduction  for  interest  paid 
on  indebtedness  incurred  or  con¬ 
tinued  to  purchase  or  carry  a  life 
insurance,  endowment,  or  annuity 
contract  pursuant  to  a  plan  of  pur¬ 
chase  which  contemplates  the  sys¬ 
tematic  direct  or  indirect  borrowing 
of  part  or  all  of  the  increases  in  the 
cash  value  of  the  contract.  The 
disallowance  applies  whether  the  bor¬ 
rowing  is  done  through  the  insurance 
company  issuing  the  policy,  or  from 
a  bank,  or  other  lender.  For  the 
disallowance  to  apply,  the  plan  need 
not  contemplate  a  systematic  plan 
of  borrowing  over  the  entire  life  of 
the  contract,  so  long  as  it  contem¬ 
plates  such  borrowings  over  s  sub¬ 
stantial  number  of  years,  and  the 
plan  of  borrowing  may  begin  at  any 
time  prior  to  payment  of  the  4th 
annual  premium  under  the  contract. 
Four  exceptions  to  the  general  rule 
where  the  disallowance  will  not 
apply  are  as  follows: 

(i)  in  cases  where  no  part  of  4 
of  the  annual  premiums  due  during 
the  7-year  period  following  the  date 
the  first  premium  is  due  under  the 
contract  is  paid  by  means  of  in¬ 
debtedness  ; 

(ii)  in  cases  where  the  total 
amount  of  interest  paid  or  accrued 
in  the  taxable  year  with  respect  to 
amounts  borrowed  to  pay  premiums 
does  not  exceed  $100; 

(iii)  in  cases  where  the  interest 
involved  was  paid  with  respect  to  in¬ 
debtedness  incurred  because  of  an 
“unforeseen  substantial  loss  of  in¬ 
come  or  unforeseen  substantial  in¬ 
crease  in  financial  obligations”; 

(iv)  in  cases  where  interest  is 
paid  or  accrued  on  indebtedness  in¬ 
curred  in  connection  with  the  tax¬ 
payer’s  trade  or  business. 

Effective  date:  Applies  with  re¬ 
spect  to  interest  paid  or  accrued  in 
taxable  years  beginning  after  Dec. 
31,  1963,  but  only  with  respect  to 
contracts  purchased  after  Aug.  6, 
1963. 

(b)  Split-dollar  insurance:  Makes 
no  change  in  existing  law. 
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certain  insurance  and  annuity  contracts 


H.R.  8363  as  ordered  reported  by 
Senate  Committee  on  Finance 


(a)  Borrowing  for  premiums:  Same 
as  House  provision  but  modified 
effective  date  as  set  forth  below. 


H.R.  8363  as  passed  by  the 
Senate 


(a)  Borrowing  for  premiums: 
Same  as  reported  by  Finance  Com¬ 
mittee. 


H.R.  8363  as  agreed  to  by  the 
conferees 
(Public  Law) 


(a)  Borrowing  for  premiums:  Same 
as  House  version. 


Effective  date:  Modified  House 
provision  so  as  to  apply  only  to  con¬ 
tracts  purchased  after  Dec.  31.  1963 
[SA  No.  56]. 


(b)  Split-dollar  insurance:  Makes 
no  change  in  existing  law. 


Effective  date:  Same  as  reported 
by  Finance  Committee. 


(b)  Split-dollar  insurance:  Makes 
no  change  in  existing  law. 


Effective  date:  Same  as  House 
version  [SA  No.  56 — SR]. 


(b)  Split-dollar  insurance:  Makes 
no  change  in  existing  law. 
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Sec.  221.  Employee  stock 


Present  law 


Treasury  recommendations 


H.R.  8363  as  passed  by  the 
House  of  Representatives 


(a)  Restricted  stock  options: 

(i)  Company  issuing  stock — gen¬ 
erally  no  deduction  is  allowed. 

(ii)  Qualifications: 

Conditions  stock  option  or  plan 
must  meet: 


(1)  option  price  must  be  at 
least  85  percent  of  market  price  at  time 
of  granting  of  option.  However,  the 
price  requirement  can  be  met  by  use  of 
a  variable  price  formula  based  on  the 
market  price  at  time  of  option. 


(2)  option  must  not  be  trans¬ 
ferable  other  than  at  death  and  must 
be  exercisable  during  the  employee’s 
lifetime  only  by  him; 

(3)  option  must  not  be  for  a 
period  of  more  than  10  years; 

(4)  recipient  may  not  be  a  10- 
percent  stockholder  in  the  corporation 
(unless  the  option  price  is  at  least  110 
percent  of  fair  market  value  and  option 
is  not  exercisable  after  5  years  from 
grant). 


(a)  Restricted  stock  options: 
Would  repeal  the  restricted  stock 
option  provisions  in  their  entirety. 
Upon  exercise  of  option,  ordinary 
income  would  result  in  amount  repre¬ 
senting  the  difference  between  the 
value  of  the  stock  acquired  and  the 
option  price.  A  special  installment 
tax  privilege  would  have  been  pro¬ 
vided,  and  the  proposed  general  aver¬ 
aging  provisions  would  also  have 
been  available. 


(a)  Qualified  stock  options: 

(i)  Company  issuing  stock — 
generally  no  deduction  is  allowed. 

(ii)  Qualifications: 

Conditions  stock  option  or 

plan  must  meet: 

Comparable  provisions  un¬ 
der  existing  law: 

(1)  option  price  must 
equal  or  exceed  the  fair  market  value 
of  the  stock  at  the  time  the  option  is 
granted,  except  that  this  condition  is 
considered  to  be  met  where  the  op¬ 
tion  price  is  less  than  the  market 
price,  but  the  underestimate  was  in 
good  faith. 

(2)  option  by  its  terms 
must  be  nontransferrable  other  than 
by  death  and  must  be  exercisable 
during  the  employee’s  lifetime  only 
by  him; 

(3)  option  by  its  terms 
must  be  exercisable  only  within  5 
years  of  the  time  it  is  granted; 

(4)  the  employee  imme¬ 
diately  before  the  option  is  granted 
generally  must  not  own  stock  repre¬ 
senting  more  than  5  percent  of  the 
voting  power  or  value  of  all  classes  of 
stock  of  the  employer  corporation 
(or  its  parent  or  subsidiary).  Em¬ 
ployee  may  own  up  to  10  percent 
without  the  option  being  disqualified 
where  the  equity  capital  of  a  corpora¬ 
tion  is  less  than  $1,000,000  with  the 
allowable  percentage  of  holding  de¬ 
creasing  gradually  from  the  10- per¬ 
cent  level  for  a  company  with  $1,- 
000,000  of  equity  capital  down  to  the 
5-percent  level  for  a  corporation  with 
equity  capital  of  $2,000,000  or  more. 

No  comparable  requirement 
under  existing  law: 

(5)  options  must  be 
granted  under  a  plan  which  specifies 
the  number  of  shares  of  stock  to  be 
issued,  the  employees  or  class  of 
employees  eligible  to  receive  the 
options,  and  must  be  approved  by 
the  stockholders  of  the  corporation 
within  12  months  before  or  after  the 
plan  is  adopted; 

(6)  options  must  be 
granted  within  10  years  of  the  time 
the  plan  is  adopted,  or  approved  by 
the  stockholders,  whichever  is  earlier; 
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option  and  purchase  plans 


H.R.  8363  as  ordered  reported  by 
Senate  Committee  on  Finance 

H.R.  8363  as  passed  by  the 

Senate 

(a)  Qualified  stock  options:  Same 
as  House  provision  except  as  noted 
below. 

(a)  Qualified  stock  options:  Same 
as  reported  by  Finance  Committee. 

4 

H 


•  R.  8363  as  agreed  to  by  the 
conferees 
(Public  Law) 


(a)  Qualified  stock  options:  Same 
as  Finance  Committee  version  with 
modification  noted  below. 
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Sec.  221.  Employee  stock 


Present  law 


Treasury  recommendations 


H.R.  8363  as  passed  by  the 
House  of  Representatives 


Conditions  employee  receiving 
stock  must  meet: 

(1)  individual  must  hold 
the  stock  and/or  option  for  at  least  2 
years  after  date  of  granting  of  option 
and  for  at  least  6  months  after  transfer 
of  stock  to  him.  This  holding  period 
is  waived  in  the  event  of  death; 

(2)  individual  must  be  an 
employee  of  the  company  granting  the 
option  or  a  parent  or  a  subsidiary  of 
such  company  at  the  time  of  granting 
of  the  option  and  on  the  day  ending  3 
months  before  the  date  of  the  exercise 
of  the  option.  This  requirement  is 
waived  in  the  event  of  death. 

(iii)  taxable  amount  when  re¬ 
quirements  are  met: 

(1)  no  income  tax  imposed  when 
the  option  is  granted  or  when  the  op¬ 
tion  is  exercised;  only  upon  disposition 
of  the  stock  by  employee; 

(2)  when  option  price  is  at  least 
95  percent  of  market  value  at  time  of 
grant,  entire  amount  of  any  gain  when 
stock  is  disposed  of  is  taxed  at  capital 
gains  rates; 


(7)  the  option  by  its 
terms  must  not  be  exercisable  while 
there  is  outstanding  any  qualified  or 
restricted  stock  option  which  was 
granted  to  the  employee  at  an 
earlier  date,  except  that  (a)  in  the 
case  of  restricted  stock  options 
(those  granted  before  June  12, 
1963),  such  options  may  be  canceled 
at  any  time  before  Jan.  1,  1965,  with¬ 
out  adversely  affecting  the  exercise 
of  a  qualified  stock  option  subse¬ 
quently  issued,  and  (b)  in  the  case 
of  restricted  stock  options  made 
available  only  in  installments,  the 
installments  which  cannot  yet  be 
exercised  at  the  time  of  the  granting 
of  a  qualified  stock  option  need  not 
be  exercised  before  the  exercise  of  the 
2d  option  until  the  installments 
become  exercisable. 

Conditions  employee  re¬ 
ceiving  stock  must  meet : 

(1)  individual  must  not 
sell  or  otherwise  dispose  of  his  stock 
within  3  years  of  the  date  of  exercise 
of  the  stock  option.  This  holding 
period  is  waived  in  the  event  of 
death; 

(2)  individual  must  be  an 
employee  of  the  company  granting 
the  option  or  a  parent  or  a  subsidiary 
of  such  company  for  the  entire  time 
from  the  date  of  the  granting  of  the 
option  until  3  months  before  the  date 
of  the  exercise  of  the  option.  This 
requirement  is  waived  in  the  event  of 
death. 

(iii)  taxable  amount  when  re¬ 
quirements  are  met: 

(1)  with  1  exception,  no  in¬ 
come  tax  is  imposed  until  the  stock  is 
sold  or  otherwise  disposed  of  by  the 
employee; 

(2)  the  exception  is  where  an 
attempt  had  been  made  in  good  faith 
to  set  the  option  price  at  the  fair 
market  value  of  the  stock  at  the  time 
of  grant,  but  this  market  value, 
nevertheless,  was  underestimated. 
In  these  cases  the  option  will  not  be 
disqualified,  but  1$  times  the  dif¬ 
ference  between  the  option  price  and 
the  actual  fair  market  value  of  the 
stock  at  the  time  the  option  is 
granted  (or  the  difference  between 
the  option  price  and  the  fair  market 
value  at  the  time  of  exercise,  if  this  is 
smaller)  wall  be  taxed  as  ordinary 
income  at  the  time  the  option  is 
exercised. 
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option  and  purchase  plans — Continued 


H.R.  8363  as  ordered  reported  by  H.R.  8363  as  passed  by  the 

Senate  Committee  on  Finance  Senate 


H.R.  8363  as  agreed  to  by  the 
conferees 
(Public  Law) 


Reset  provisions: 

(1)  Price  of  new  option  provides, 
in  general,  that  the  anti-reset  pro¬ 
visions  of  Section  422(b)(5)  shall  not 
apply  to  an  option  being  granted  if  the 
option  being  granted  and  all  outstand¬ 
ing  qualified  (or  restricted)  stock 
options  previously  granted  to  the 
individual  are  to  purchase  stock  of  the 
same  class  in  the  same  corporation 
and  the  price  payable  under  each  out¬ 
standing  option  does  not  exceed  the 
option  price  of  the  option  being 
granted  [SA  No.  70]. 

(2)  Accelerating  option  period: 
Also  provides  that  a  change  in  the 
terms  of  an  option  not  immediately 
exercisable  in  full  to  accelerate  the 
time  at  which  the  option  may  be  ex¬ 
ercised  is  not  to  be  considered  a  modi¬ 
fication  of  the  terms  of  the  option 
(SA  No.  91]. 


Reset  provisions:  Same  as  reported 
by  Finance  Committee. 


Reset  provisions: 

(1)  Price  of  new  option:  Same 
as  Finance  Committee  version  with 
an  amendment  [SA  No.  70 — HR 
with  an  amendment!- 


(2)  Accelerating  option  period: 
Same  as  Finance  Committee  version. 
[SA  No.  91— HR], 
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Sec.  221.  Employee  stock 


Present  law 


Treasury  recommendations 


H.R.  8363  as  passed  by  the 
House  of  Representatives 


(3)  when  option  price  is  between 
85  and  95  percent  of  market  value  at 
time  of  grant; 

(a)  where  stock  is  sold  at  more 
than  the  market  value  of  stock  at  time 
option  was  granted,  the  difference 
between  option  price  and  market  value 
at  time  of  grant  will  be  taxed  at  or¬ 
dinary  income  rates.  Any  additional 
gain  will  be  taxed  at  capital  gains  rate; 

(b)  where  stock  is  sold  at  a 
gain  but  for  less  than  the  market  value 
of  stock  at  time  option  was  granted, 
the  gain  will  be  taxed  as  ordinary 
income; 

(4)  when  stock  is  sold  for  less 
than  basis,  the  difference  between  basis 
and  price  at  which  stock  is  sold  will  be 
treated  as  a  capital  loss; 


(3)  when  stock  is  held  beyond 
3  years,  any  gain  on  the  sale  will  re¬ 
sult  in  a  class  A  gain,  with  a  40-per¬ 
cent  inclusion  factor  and  a  21-percent 
maximum  rate; 


(4)  a  transfer  to  a  trustee  in 
bankruptcy  (or  a  similar  fiduciary) 
is  not  considered  a  "disposition”  of 
the  share  of  stock  by  an  insolvent 
individual;  thus  no  ordinary  income 
will  be  recognized  at  that  time, 
although  a  capital  gains  tax  may  be 
due. 


Effective  date:  Generally,  the  new 
provisions  apply  to  options  granted 
to  an  individual  after  June  11,  1963; 
but  do  not  apply  to  an  option  granted 
after  that  time  if  granted  pursuant 
to  a  binding,  written  contract  entered 
into  before  June  12,  1963. 


(b)  Employee  stock  purchase  plans: 
The  provisions  relating  to  restricted 
stock  options  are  generally  applicable 
to  employee  stock  purchase  plans. 


(b)  Employee  stock  purchase 
plans : 

(i)  Company  issuing  stock — 
generally  no  deduction  is  allowed. 

(ii)  Qualifications: 

Conditions  stock  option,  plan, 

or  offering  must  meet: 

Comparable  provisions 
under  existing  law: 

(1)  options  must  be 
granted  only  to  employees  of  the 
grantor  corporation  (or  its  parent 
or  subsidiary) ; 

(2)  option  must  not  be 
transferable  by  the  employee  other 
than  by  death  and  must  be  exer¬ 
cisable  during  his  lifetime  only  by 
him. 

(3)  option  price  may  not 
be  less  than  85  percent  of  the  market 
value  of  stock  at  time  of  granting  of 
option,  or  85  percent  of  fair  market 
value  of  stock  at  time  option  is  exer¬ 
cised  (whichever  is  lesser). 
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option  and  purchase  plans — Continued 


H.R.  8363  as  ordered  reported  by 
Senate  Committee  on  Finance 

H.R.  8363  as  passed  by  the 
Senate 

H.R.  8363  as  agreed  to  by  the 
conferees 
(Public  Law) 

Stock  held  beyond  3  years:  When 
stock  is  held  beyond  3  years,  any  gain 
on  the  sale  will  result  in  long-term 
capital  gain.  This  change  reflects 
the  deletion  of  sec.  219  of  the  House 
bill  relating  to  capital  gains. 

• 

Effective  date:  In  general,  makes 
the  new  provisions  apply  to  options 
granted  to  an  individual  after  Dec.  31, 
1963.  In  addition,  modifies  House 
provision  to  provide  that  options 
granted  after  Dec.  31,  1963,  and 
before  Jan.  1,  1965,  which  do  not  in 
all  respects  meet  the  terms  of  a  “quali¬ 
fied  option”  may  be  modified  to  meet 
those  terms  without  the  modification 
being  considered  a  new  option  [SA 
No.  95]. 

(b)  Employees’  stock  purchase 
plans:  Same  as  House  provision. 


Effective  date:  Same  as  reported 
by  Finance  Committee. 


(b)  Employees’  stock  purchase 
plans:  Same  as  House  provision. 


Effective  date:  Same  as  Finance 
Committee  version  [SA  No.  95 — HR]. 


(b)  Employees’  stock  purchase 
plans:  Same  as  House  version. 
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Sec.  221.  Employee  stock 


Present  law 


Treasury  recommendations 


H.R.  8363  as  passed  by  the 
House  of  Representatives 


(4)  option  must  be  exer¬ 
cised  within  5  years  where  option 
price  is  not  less  than  85  percent  of 
value  of  stock  at  time  of  exercise. 
Where  option  price  is  determined  on 
basis  of  the  85-percent  rule  at  time  of 
grant,  option  must  be  exercised 
within  27  months  from  date  of  grant 
of  option; 

(5)  no  employee  may  be 
granted  an  option  if  he  owns  5  per¬ 
cent  or  more  of  the  voting  power  or 
value  of  all  classes  of  stock  of  em¬ 
ployer  corporation  (or  of  its  parent 
or  subsidiary  corporation) ; 

No  comparable  provisions 
under  existing  law — 

(6)  the  plan  or  stock 
offering  must  be  approved  by  the 
stockholders  of  the  corporation 
granting  the  option  within  12  months 
before,  or  after,  the  date  the  plan  is 
adopted; 


Conditions  employee  receiving 
stock  must  meet: 

(1)  individual  must  hold  the 
stock  and/or  option  for  a  period  of  2 
years  and  must  hold  the  stock  alone  for 
a  period  of  at  least  6  months; 


(7)  the  option  must  be 
available  to  all  employees  of  the 
corporation  except  that  there  may 
be  excluded  1  or  more  of  the  follow¬ 
ing  categories: 

(a)  employees  who 
have  been  employed  less  than  2  years ; 

(b)  employees  who  are 
part  time;  i.e.,  employed  20  hours  or 
less  per  week; 

(c)  employees  whose 
customary  employment  is  not  for 
more  than  5  months  a  year;  and 

(d)  officers,  supervisory 
personnel,  or  highly  compensated 
employees. 

(8)  plan  or  stock  offering 
must  specify  that  all  employees 
granted  options  have  the  same  rights 
and  privileges,  except  that  the 
amount  of  stock  which  may  be  pur¬ 
chased  by  any  employee  may  be  a 
uniform  percentage  of  total  com¬ 
pensation  or  regular  or  basic  com¬ 
pensation  and  the  plan  may  provide 
a  maximum  number,  or  value,  of 
shares  to  be  purchased. 

(9)  employee  must  not 
be  able  to  purchase  stock  under  the 
purchase  plan  at  an  annual  rate  in 
excess  of  $25,000  a  year. 

Conditions  employee  receiv¬ 
ing  stock  must  meet: 

(1)  individual  must  hold 
the  stock  and/or  option  for  a  period 
of  2  years  and  must  hold  the  stock 
alone  for  a  period  of  at  least  6 
months; 
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H.R.  8363  as  ordered  reported  by 
Senate  Committee  on  Finance 


H.R.  8363  as  passed  by  the 
Senate 


H.R.  8363  as  agreed  to  by  the 
conferees 
(Public  Law) 
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Sec.  221.  Employee  stock 


Present  law 


(2)  individual  must  be  an  em¬ 
ployee  of  the  company  granting  the 
option  at  the  time  of  granting  of  the 
option  and  on  the  day  ending  3  months 
before  the  date  of  exercise  of  the  option. 


(iii)  Taxable  amount:  See  discus¬ 
sion  under  sec.  219,  relating  to  capital 
gains  on  p.  58  of  this  document. 


Treasury  recommendations 


H.R.  8363  as  passed  by  the 
House  of  Representatives 


(2)  individual  must  be  an 
employee  of  the  company  granting 
the  option  or  a  parent  or  a  subsidiary 
of  such  company  for  the  entire  time 
from  the  date  of  the  granting  of  the 
option  until  3  months  before  the 
date  of  exercise  of  the  option. 

(iii)  Taxable  amount:  See  dis¬ 
cussion  under  sec.  219,  relating  to 
capital  gains  on  p.  58  of  this 
document. 

Effective  date:  The  new  pro¬ 
visions  generally  apply  to  options 
granted  after  June  11,  1963.  Ex¬ 
isting  law,  however,  will  continue  to 
apply  to  stock  options  granted  after 
that  time  but  issued  pursuant  to  a 
written  plan  adopted  and  approved 
before  June  12,  1963,  which  at  that 
time  met  the  nondiscriminatory  re¬ 
quirements  or  which  were  being 
administered  in  a  way  which  did  not 
discriminate  in  favor  of  officers, 
supervisory  personnel,  or  highly 
compensated  employees. 


Sec.  224.  Interest  on 


Present  law 

Treasury  recommendations 

H.R.  8363  as  passed  by  the 

House  of  Representatives 

(a)  Interest:  When  an  individual  sells 
a  capital  asset  on  the  installment  basis 
and  makes  no  provision  for  interest 
payments  on  the  installments,  the  full 
difference  between  his  cost  (or  other 
basis)  for  the  property  and  the  sales 
price  may  be  treated  as  a  capital  gain  to 
the  seller,  unless  sec.  1245  is  applicable. 

(a)  “Unstated  interest”:  In  the 
case  of  sales  of  assets  where  all  or  part 
of  the  payment  is  deferred  for  more 
than  1  year,  would  provide  that  if 
the  contract  of  sale  failed  to  designate 
as  interest  any  part  of  the  deferred 
payments,  or  if  the  amount  desig¬ 
nated  as  interest  is  unrealistically 
low,  the  contract  would  be  treated 
as  though  it  did  designate  a  reason¬ 
able  amount  of  interest.  If  no  inter¬ 
est  is  specified,  an  interest  rate  of  5 
percent  per  year  on  the  unpaid 
balance  will  be  deemed  to  apply,  ex¬ 
cept  this  rule  would  not  apply  where 
the  contract  specifies  total  interest 
at  least  equal  to  interest  computed  at 
an  annual  interest  rate  of  4  percent. 
Other  rules  would  apply  where  the 
interest  rate  is  less  than  4  percent. 

(a)  “Unstated  interest”:  Where 
property  is  sold  on  an  installment 
basis  and  part  of  the  payments  are 
due  more  than  1  year  from  the  date 
of  the  sale  or  exchange,  if  no  interest 
payments  are  specified  (or  if  “too 
low”  interest  payments  are  specified) 
a  part  of  each  of  these  payments  due 
after  the  1st  6  months  is  to  be 
treated  as  an  “unstated  interest” 
payment.  The  “unstated  interest” 
is  to  be  determined  by  using  an  inter¬ 
est  rate  specified  by  the  Secretary  of 
the  Treasury  or  his  delegate  by  regu¬ 
lations.  Rules  are  provided  for 
determining  the  amount  of  each  in¬ 
stallment  payment  which  is  to  be 
considered  as  interest  in  various  in¬ 
stallment  transactions.  This  provi¬ 
sion  is  not  to  apply  or  is  to  be 
modified: 

(1)  It  is  not  to  apply  unless  the 
sale  price  of  the  property  is  in  excess 
of  $3,000. 

(2)  If  any  of  the  amounts  in¬ 
volved  under  the  installment  con¬ 
tract  are  carrying  charges  which 
presently  are  treated  as  interest  from 
the  standpoint  of  the  purchaser  then, 
in  the  case  of  the  purchaser,  such 
amounts  are  to  be  treated  as  interest 
payments  for  purposes  of  this  provi¬ 
sion. 
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H.R.  8363  as  ordered  reported  by 
Senate  Committee  on  Finance 


H.R.  8363  as  passed  by  the 
Senate 


H.R.  8363  as  agreed  to  by  the 
conferees 
(Public  Law) 


Effective  date:  Generally,  the  new 
provisions  apply  to  options  granted  to 
an  individual  after  Jan.  1,  1964  [SA 
Nos.  64,  66,  67,  71,  74,  76,  81,  82,  83, 
84,  85,  86,  87  and  88]. 


Effective  date:  Same  as  reported 
by  Finance  Committee. 


Effective  date:  Same  as  Finance 
Committee  version  [SA  Nos.  64,  etc — 
HR], 


certain  deferred  payments 


H.R.  8363  as  ordered  reported  by 
Senate  Committee  on  Finance 

H.R.  8363  as  passed  by  the 
Senate 

H.R.  8363  as  agreed  to  by  the 
conferees 
(Public  Law) 

(a)  “Unstated  interest”:  Same  as 
House  provision  except  for  modifi¬ 
cation  of  effective  date  as  set  forth 
below. 

(a)  “Unstated  interest” :  Same  as 
reported  by  Finance  Committee. 

(a)  “Unstated  interest”:  Same  as 
Finance  Committee  version. 
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Sec.  224.  Interest  on 


Present  law 


Treasury  recommendations 


H  .R.  8363  as  passed  by  the 
House  of  Representatives 


(b)  Carrying  charges:  In  certain 
cases,  carrying  charges  are  treated  as 
an  interest  deduction  to  the  extent  of 
6  percent  of  the  average  unpaid  balance 
under  the  contract.  This  provision 
applies  only  in  the  case  of  “personal 
property”  purchased  under  an  install¬ 
ment  contract. 


(c)  Deferred  payments  contingent 
on  future  income:  In  some  cases  on  the 
sale  of  capital  assets,  the  seller  may  re¬ 
ceive  capital  gains  treatment  even 
though  the  seller  retains  an  interest  in 
the  income  that  is  produced  by  the 
asset. 


(b)  Deferred  payments  contingent 
on  future  income:  With  several  ex¬ 
ceptions,  payments  contingent  on 
future  income  assets  which  are  de¬ 
ferred  over  more  than  5  years  and 
are  contingent  on  future  income 
would  be  treated  as  ordinary  income. 

Effective  date:  The  proposals 
would  apply  to  payments  received 
with  respect  to  contracts  entered 
into  after  Feb.  6,  1963. 


(3)  In  the  case  of  the  seller  this 
provision  is  to  apply  only  if  some 
part  of  the  gain  (if  any)  from  the  sale 
or  exchange  of  the  property  would 
be  considered  as  gain  from  a  capital 
asset,  or  gain  from  depreciable 
property. 

(4)  It  is  not  to  apply  in  the  case 
of  payments  with  respect  to  patents 
which  are  treated  as  resulting  in 
capital  gain  under  present  law. 

(5)  It  is  not  to  apply  where  the 
property  involved  is  exchanged  for 
annuity  payments  which  depend  in 
whole  or  in  part  on  the  life  expect¬ 
ancy  of  one  or  more  individuals  nor 
is  it  to  apply  t®  payments  such  as 
those  for  timber,  coal,  and  iron  ore 
(sec.  631).  In  this  latter  case,  the 
provision  does  not  apply  because  the 
transaction  involved  is  not  con¬ 
sidered  to  be  an  installment  contract. 

Effective  date:  This  provision 
applies  to  payments  made  after  Dec. 
31,  1963,  on  account  of  sales  or  ex¬ 
changes  of  property  occurring  after 
June  30,  1963. 

(b)  Carrying  charges:  Extends  the 
provisions  of  present  law  applicable 
to  personal  property,  which  treats  as 
an  interest  deduction  carrying 
charges  to  the  extent  of  6  percent  of 
the  average  unpaid  balance  under  the 
contract  to  cover  payments  for  services 
sold  under  an  installment  contract. 

Effective  date:  This  provision 
applies  to  taxable  years  beginning 
after  Dec.  31,  1963. 

(c)  Deferred  payments  contingent 
on  future  income:  Makes  no  change 
in  existing  law. 


Sec.  225.  Personal 


Present  law 

Treasury  recommendations 

H.R.  8363  as  passed  by  the 
House  of  Representatives 

In  general,  a  personal  holding  com¬ 
pany  is  defined  as  a  closely  held  corpo¬ 
ration,  most  of  whose  income  is  derived 
from  certain  specified  forms  of  passive 
investment  income. 

(a)  Rate  of  tax:  The  rate  of  tax  on 
“undistributed  personal  holding  com¬ 
pany  income”  is  75  percent  on  the  first 
$2,000  and  85  percent  on  the  balance. 

Makes  6  recommendations  with 
respect  to  changes  in  the  personal 
holding  company  provisions. 

Amends  the  provisions  of  existing 
law  as  follows: 

(a)  Provides  a  rate  of  70  per¬ 
cent  on  the  entire  amount  of  undis¬ 
tributed  personal  holding  company 
income. 
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certain  deferred  payments — Continued 


H.R.  8363  as  ordered  reported  by 
Senate  Committee  on  Finance 


Effective  date:  Modified  so  that 
this  provision  is  not  to  apply  to  any 
sale  or  exchange  made  pursuant  to  a 
binding  written  contract  (including 
an  irrevocable  written  option)  entered 
into  before  July  1,  1963.  [SA  No.  100]. 

(b)  Carrying  charges:  Deletes  this 
provision  [SA  No.  99]. 


(c)  Deferred  payment  contingent 
on  future  income:  Makes  no  change 
in  existing  law. 


H.R.  8363  as  passed  by  the 
Senate 


Effective  date:  Same  as  reported 
by  Finance  Committee. 


(b)  Carrying  charges:  Same  as 
reported  by  Finance  Committee. 


(c)  Deferred  payment  contingent 
on  future  income:  Makes  no  change 
in  existing  law. 


H.R.  8363  as  agreed  to  by  the 
conferees 
(Public  Law) 


Effective  date:  Same  as  Finance 
Committee  version  [SA  No.  100 — 
HR  with  an  amendment]. 


(b)  Carrying  charges:  Same  as 
House  version  modified  so  as  to  make 
it  applicable  only  with  respect  to 
educational  services  (including  lodg¬ 
ing)  which  are  purchased  from  an  edu¬ 
cational  institution  and  which  are  pro¬ 
vided  for  a  student  of  such  institution 
[SA  No.  99 — HR  with  an  amend¬ 
ment]. 

(c)  Deferred  payment  contingent 
on  future  income:  Makes  no  change 
in  existing  law. 


holding  companies 


H.R.  8363  as  ordered  reported  by 
Senate  Committee  on  Finance 

H.R.  8363  as  passed  by  the 
Senate 

H.R.  8363  as  agreed  to  by  the 
conferees 
(Public  Law) 

(a)  Same  as  House  provision - 

(a)  Same  as  House  provision. 

(a)  Same  as  House  version. 
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Sec.  225.  Personal 


Present  law 


Treasury  recommendations 


H.R.  8363  as  passed  by  the 
House  of  Representatives 


(b)  Gross  income  test:  To  be  a 
personal  holding  company,  80  percent 
of  a  company’s  gross  income  must  be 
personal  holding  company  income. 


(a)  Recommends  reducing  the 
80-percent  test  to  60  percent  and 
changing  the  base  on  which  this  60 
percent  is  computed. 


(b)  Provides  that  a  corporation 
is  a  personal  holding  company  if  at 
least  60  percent  of  its  “adjusted  or¬ 
dinary  gross  income”  is  personal 
holding  company  income.  The  bill 
defines  the  term  “ordinary  gross  in¬ 
come”  to  mean  gross  income  minus 
the  gains  on  capital  assets  and  sec. 
1231  assets.  The  term  “adjusted 
ordinary  gross  income”  is  defined  to 
mean  ordinary  gross  income  minus 
certain  deductions  to  the  extent 
attributable  to  rent  income  or  to 
income  from  mineral,  oil,  and  gas 
royalties  or  from  working  interest 
in  oil  and  gas  wells.  The  deduc¬ 
tions  referred  to  are  those  for  depre¬ 
ciation  or  depletion,  property  taxes 
and  severance  taxes,  interest,  and 
rent. 


(c)  Excluded  corporations — fi¬ 
nance  companies:  Certain  classes  of 
corporations  are  not  to  be  treated  as 
personal  holding  companies  under  pres¬ 
ent  law.  Among  the  types  of  corpora¬ 
tions  excluded  are  different  kinds  of 
finance  companies  which  are  in  general 
as  follows: 


(i)  licensed  personal  finance  com¬ 
panies  classified  as  “small  loan  com¬ 
panies”  by  State  law; 


(ii)  other  lending  companies  en¬ 
gaged  in  the  small  loan  or  consumer 
finance  business; 


(iii)  a  loan  or  investment  com¬ 
pany  (such  as  a  Morris  Plan  bank) 
whose  business  consists  substantially 
of  receiving  funds  not  subject  to  check 
and  evidenced  by  certificates  of  in¬ 
debtedness; 

(iv)  a  finance  company  actively 
engaged  in  purchasing  or  discounting 
notes  receivable  or  installment  obliga¬ 
tions  or  in  making  loans  secured  by 
any  of  these  or  by  tangible  personal 
property. 


(c)  Excluded  corporations — fi¬ 
nance  companies:  The  bill  elimi¬ 
nates  these  4  subsections  of  present 
law  and  substitutes  a  single  subsec¬ 
tion  which  excludes  all  types  of 
lending  or  finance  companies  in 
general  terms.  To  avoid  classifica¬ 
tion  as  a  personal  holding  company, 
a  finance  company  must  meet  the 
following  requirements : 

(i)  60  percent  or  more  of  its 
ordinary  gross  income  must  be  de¬ 
rived  directly  from  the  active  and 
regular  conduct  of  a  lending  or 
finance  business; 

(ii)  its  personal  holding  com¬ 
pany  income  (excluding  income  from 
the  finance  business)  must  not  be 
more  than  20  percent  of  its  ordinary 
gross  income; 

(iii)  its  business  expenses  must 
be  15  percent  of  its  income  up  to 
$500,000  income  and  5  percent  on 
the  next  $500,000;  and 


(iv)  the  loans  to  a  shareholder 
who  owns  10  percent  or  more  of  the 
stock  must  not  exceed  $5,000. 


(d)  Rental  income :  Rental  income 
is  not  classified  as  personal  holding 
company  income  if  the  gross  rent  is  50 
percent  or  more  of  gross  income. 


(b)  Rental  income:  Would  retain 
the  basic  50  percent  test,  but  would 
provide  that  in  computing  the  rental 
income  subject  to  this  50  percent 
test,  depreciation,  interest,  property 
taxes,  and  in  the  case  of  leases,  amor¬ 
tization  and  rents  paid  be  subtracted. 
In  addition,  personal  holding  com¬ 
pany  income  other  than  rental  in¬ 
come  must  not  represent  more  than 
10  percent  of  the  gross  income  of  the 
company. 


(d)  Rental  income:  Rent  will  be 
personal  holding  company  income 
unless  the  following  2  tests  are  both 
satisfied: 

(1)  the  “adjusted  income  from 
rents”  is  50  percent  or  more  of  the 
“adjusted  ordinary  gross  income.” 
For  this  purpose,  the  “adjusted  in¬ 
come  from  rents”  is  defined  as  the 
gross  rent  decreased  by  the  allocable 
depreciation,  property  taxes,  interest, 
and  rent  paid.  The  term  “adjusted 
ordinary  gross  income”  is  defined  as 
the  ordinary  gross  income  decreased 
by  depreciation,  depletion,  property 
taxes,  severance  taxes,  interest,  ana 
rent  paid. 
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holding  companies — Continued 


H.R.  8363  as  ordered  reported  by 
Senate  Committee  on  Finance 


(b)  Same  as  House  provision 


(c)  Excluded  corpora tions-finance 
companies.  House  provision  modified 
as  follows: 

(1)  Income  received  by  a  lend¬ 
ing  or  finance  company  from  another 
company  which  is  a  member  of  the 
same  affiliated  group  and  which  is  also 
a  lending  or  finance  company  is  not  to 
be  treated  as  personal  holding  income 
for  purposes  of  applying  the  20-percent 
test  [SA  No.  107], 

(2)  In  applying  the  20-percent 
of  ordinary  gross  income  test  in  the 
case  of  lending  or  finance  companies, 
certain  interest  is  not  to  be  treated  in 
the  same  category  as  personal  holding 
company  income  [SA  No.  102]. 

(3)  Amends  the  definition  of  a 
lending  or  finance  business  to  include 
therein  the  business  of  rendering  serv¬ 
ices  or  making  facilities  available  to 
another  member  of  the  same  affiliated 
group  which  is  also  in  the  lending  or 
finance  business  [SA  No.  105]. 

(4)  Excepts  from  the  exclusion 
provided  in  the  term  lending  or  fi¬ 
nance  business,  loans,  notes,  and  in¬ 
stallment  obligations,  evidenced  or 
secured  by  contracts  of  conditional 
sale,  chattel  mortgages  or  lease  agree¬ 
ments  arising  out  of  the  sale  of  goods 
or  services  in  the  course  of  the  trans¬ 
feror’s  or  borrower’s  trade  or  business 
[SA  No.  106]. 

(d)  Rental  income:  Same  as 
House  provision  except  as  modified 
below. 

Adjusted  income  from  rents — leases: 
Same  as  House  provision  but  modified 
to  provide  that  for  purposes  of  deter¬ 
mining  the  50-percent  test  in  the  case 
of  rental  income,  depreciation  attrib¬ 
utable  to  this  rental  income  is  not 
to  be  deducted  in  the  case  of  tangible 
personal  property  normally  rented 
for  not  more  than  3  years  to  1  lessee. 
[SA  No.  109]. 


H.R.  8363  as  passed  by  the 
Senate 


(b)  Same  as  House  provision. 


(c)  Excluded  corporations — Fi¬ 
nance  Companies:  Same  as  reported 
by  Finance  Committee. 


(d)  Rental  income:  Same  as  re¬ 
ported  by  Finance  Committee. 

Adjust  income  from  rents — leases: 
Same  as  reported  by  Finance  Com¬ 
mittee. 


H.R.  8363  as  agreed  to  by  the 
conferees 
(Public  Law) 


(b)  Same  as  House  version. 


(c)  Excluded  corporations — Fi¬ 
nance  companies. 

(1)  Same  as  Finance  Com¬ 

mittee  version  [SA  No.  107 — HR]. 

(2)  Same  as  Finance  Com¬ 

mittee  version  [SA  No.  102 — HR]. 

(3)  Same  as  Finance  Com¬ 

mittee  version  but  redefines  the  term 
“lending  or  finance  business”  to  in¬ 
clude  (a)  the  rendering  of  services  or 
making  of  facilities  available  in  con¬ 
nection  with  the  activities  of  making 
loans,  etc.,  where  such  activities  are 
carried  on  by  the  corporation  render¬ 
ing  the  services  or  making  the  facilities 
available  and  (b)  rendering  services  or 
making  facilities  available  to  another 
corporation  which  is  a  member  of  the 
same  affiliated  group  and  is  engaged 
in  the  lending  or  finance  business,  if 
such  services  or  facilities  are  related  to 
the  lending  or  finance  business  of  such 
other  corporation  [SA  No.  105 — HR 
with  an  amendment]. 

(4)  Same  as  Finance  Com¬ 
mittee  version  [SA  No.  106 — HR  with 
an  amendment). 


(d)  Rental  income:  Same  as  Fi¬ 
nance  Committee  version. 


Adjusted  income  from  rents — leases: 
Same  as  Finance  Committee  version 
[SA  No.  109— HR], 
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4331 


Sec.  225.  Personal 


Present  law 


Treasury  recommendations 


(i)  Film  rentals:  Payments  re¬ 
ceived  for  permitting  the  exhibition  of 
motion  picture  films  are  treated  as  rent. 


(i)  Film  rentals :  Proposes  that 
payments  received  from  the  exhibi¬ 
tion  and  distribution  of  a  film  be 
treated  as  copyright  royalties,  rather 
than  as  rent. 


(ii)  Copyright  royalties:  Copy¬ 
right  royalties  are  personal  holding 
company  income  unless  they  are  50  per¬ 
cent  or  more  of  the  gross  income  and 
the  corporation  has  less  than  10  percent 
other  personal  holding  company  in¬ 
come.  The  business  deductions  of  that 
corporation  must  be  50  percent  or  more 
of  the  gross  income. 


(e)  Mineral  royalties:  Mineral,  oil, 
or  gas  royalties  are  not  personal  holding 
company  income  if  they  total  more  than 
50  percent  of  gross  income  and  if  the 
business  deductions  are  15  percent  or 
more  of  gross  income. 


(f)  Oil  and  gas  interests:  A  work¬ 
ing  interest  in  an  oil  or  gas  well  is  classi¬ 
fied  as  income  from  an  active  trade  or 
business.  Thus,  it  is  not  treated  as 
personal  holding  company  income  in 
applying  the  80  percent  gross  income 
test. 

(g)  Capital  gains  or  assets  other 
than  stock,  securities,  or  commodities: 
Capital  gains  (other  than  capital  gains 
attributable  to  stocks,  securities,  or 
commodities)  are  not  treated  as  per¬ 
sonal  holding  company  income;  how¬ 
ever,  such  gains  are  included  in  the 
gross  income  of  a  company. 


(ii)  Copyright  royalties: 
Would  amend  this  provision  to  pro¬ 
vide  that  all  royalties  paid  are  ex¬ 
cluded  for  purposes  of  determining 
whether  the  “business  expense”  test 
is  met  and  to  make  it  clear  that  de¬ 
ductions  under  the  code  other  than 
those  under  sec.  162  are  not  treated 
as  deductions  for  purposes  of  this 
test.  Proposes  that  the  required 
percentage  of  business  expenses  be 
reduced  from  50  to  20  percent. 

(c)  Mineral  royalties:  Proposes 
that  in  determining  whether  the 
mineral  royalty  income  represents  50 
percent  or  more  of  gross  income,  both 
the  mineral  royalty  income  and  the 
total  gross  income  be  reduced  for  any 
depletion  deduction  and  interest  de¬ 
duction.  In  addition,  proposes  that 
in  determining  whether  or  not  the  15 
percent  test  is  met,  only  those  de¬ 
ductions  attributable  to  the  mineral 
royalties  be  taken  into  account. 

(d)  Oil  and  gas  interests:  Pro¬ 
poses  that  the  gross  income  from  an 
oil  or  gas  interest  be  reduced  by  de¬ 
pletion,  interest,  and  royalties  paid 
out  in  computing  the  60  percent 
gross  income  test. 

(e)  Capital  gains  on  assets  other 
than  stock,  securities,  or  commodi¬ 
ties:  Proposes  that  capital  gains  on 
assets  other  than  stocks,  securities, 
or  commodities  be  excluded  from 
gross  income  in  determining  whether 
the  60  percent  gross  income  test  is 
met. 
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II. R.  8363  as  passed  by  the 
House  of  Representatives 


(2)  the  personal  holding  com¬ 
pany  income  other  than  rent  is  10 
percent  or  less  of  the  ordinary  gross 
income  (unadjusted  except  for  capi¬ 
tal  gains). 


(i)  Film  rentals:  Payments 
for  the  use  of  a  motion  picture  film 
generally  will  be  considered  copy¬ 
right  royalty  income  with  the  excep¬ 
tion  that  in  the  case  of  “produced 
film  rents,”  i.e.,  income  received  for 
permitting  the  exhibition  of  films 
produced  by  the  corporation  owning 
them,  such  rents  will  not  be  treated 
as  personal  holding  company  income 
if  the  produced  film  rents  constitute 
50  percent  or  more  of  the  ordinary 
gross  income  of  the  corporation. 

(ii)  Copyright  royalties: 
The  definition  of  copyright  royalties 
is  amended  to  include  payments  for 
the  right  to  use  motion  picture  films 
except  “produced  films.”  The  50- 
percent  business  deductions  test  is 
changed  to  provide  that  these  de¬ 
ductions  must  equal  25  percent  of 
ordinary  gross  income  diminished  by 
royalties  paid  and  depreciation  or 
amortization  deductions  with  respect 
to  royalties. 

(e)  Mineral  royalties:  Mineral, 
oil,  and  gas  royalties  are  to  be  per¬ 
sonal  holding  company  income  un¬ 
less  such  royalties  diminished  by  the 
fixed  charges,  such  as  depreciation  or 
depletion,  etc.,  are  50  percent  or 
more  of  the  corporation’s  adjusted 
ordinary  gross  income.  The  royal¬ 
ties  are  also  personal  holding  com¬ 
pany  income  if  other  personal  hold¬ 
ing  company  income  constitutes 
more  than  10  percent  of  ordinary 
gross  income  (unadjusted). 

(f)  Oil  and  gas  interests:  Pro¬ 
vides  that  the  gross  income  from  oil 
and  gas  interests  is  to  be  reduced  by 
depletion,  interest,  property  taxes, 
and  severance  taxes  in  computing 
the  60  percent  of  gross  income  test. 

(g)  Capital  gains:  All  capital 
gains  are  to  be  excluded  in  determin¬ 
ing  whether  the  60  percent  of  gross 
income  test  is  met. 
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holding  companies — Continued 


H.R.  8363  as  ordered  reported  by  H.R.  8363  as  passed  by  the 

Senate  Committee  on  Finance  Senate 


10-percent  test:  House  provision 
modified  to  provide  that  the  10- 
percent  test  will  be  considered  as  met 
if  all  personal  holding  company  in¬ 
come  (other  than  rents)  is  paid  out 
(either  actually  or  through  consent 
dividends)  to  the  extent  it  exceeds  10- 
percent  of  ordinarv  gross  income 
[SA  No.  1081. 


(e)  Mineral  royalties:  Same  as 
House  provision  but  modified  to  pro¬ 
vide  that  mineral  royalties  are  to  in¬ 
clude  production  payments  and 
overriding  royalties  [SA  No.  111]. 


(f)  Oil  and  gas  interests:  Same 
as  House  provision. 


(g)  Capital  gains:  Same  as  House 
provision. 


10-percent  test:  Same  as  reported 
by  Finance  Committee. 


(e)  Mineral  royalties:  Same  as 
reported  by  Finance  Committee. 


(f)  Oil  and  gas  interests:  Same 
as  House  provision. 


(g)  Capital  gains:  Same  as 
House  provision. 


H.R.  8363  as  agreed  to  by  the 
conferees 
(Public  Law) 


10-percent  test:  Same  as  Finance 
Committee  version  [SA  No.  108 — 
HR]. 


(e)  Mineral  royalites:  Same  as 
Finance  Committee  version  [SA  No. 
Ill— HR]. 


(f)  Oil  and  gas  interests :  Same  as 
House  version. 


(g)  Capital  gains:  Same  as  House 
version. 


55 


4333 


Sec.  225.  Personal 


Treasury  recommendations 


H.R.  8363  as  passed  by  the 
House  of  Representatives 


Present  law 


(h)  Liquidating  dividends:  The  85 
percent  or  75  percent  tax  on  personal 
holding  companies  applies  only  to  the 
undistributed  personal  holding  com¬ 
pany  income,  i.e.,  the  tax  is  applied 
after  dividend  distributions  are  taken 
into  account.  The  undistributed  per¬ 
sonal  holding  company  income  is  re¬ 
duced  by  dividend  distributions  and 
also  by  distributions  in  liquidation  to 
the  extent  of  the  accumulated  earnings 
and  profits.  In  this  latter  type  dis¬ 
tribution,  the  shareholders  are  not 
taxed  on  dividend  income. 


(f)  Liquidating  dividends:  Pro¬ 
poses  that  no  dividends-paid  deduc¬ 
tion  be  allow  ed  with  respect  to  un¬ 
distributed  personal  holding  com¬ 
pany  income  in  the  case  of  a  liquidat¬ 
ing  distribution  except  to  the  extent 
that  the  liquidating  corporation  elects 
to  treat  this  distribution  as  an  ordi¬ 
nary  dividend  distribution  to  its 
shareholders. 


(h)  Liquidating  dividends:  The 
bill  amends  present  law  so  as  to  pro¬ 
vide  that  a  personal  holding  company 
will  have  to  either  pay  the  personal 
holding  company  tax  or  distribute 
its  income  as  a  dividend  in  the  year 
in  which  it  liquidates.  This  bill  also 
eliminates  the  effect  of  a  liquidation 
under  sec.  332  which  permits  a  par¬ 
ent  corporation  to  use  the  excess  of 
the  ciirrent  and  accumulated  earn¬ 
ings  and  profits  of  its  subsidiary  over 
that  subsidiary’s  undistributed  per¬ 
sonal  holding  company  income  as  a 
carryover  dividend-paid  deduction 
in  computing  its  own  dividends-paid 
deduction. 

(j)  “Would  have  been”  corpora¬ 
tions:  A  “would  have  been”  corpora¬ 
tion  is  one  which  is  not  a  personal 
holding  company  under  present  law 
but  w'hich  may  become  a  personal 
holding  company  if  the  bill  is  en¬ 
acted.  A  corporation  will  qualify 
for  the  special  treatment  provided 
in  the  bill  if: 

(1)  it  was  not  a  personal  hold¬ 
ing  company  for  at  least  1  of  its  2 
most  recent  taxable  years  ending  be¬ 
fore  the  enactment  of  the  bill;  and 


(2)  it  would  have  been  a  per¬ 
sonal  holding  company  for  such  year 
if  the  bill  had  already  been  enacted. 

(3)  Liquidations: 

(i)  Before  Jan.  1,  1966.  If 
such  a  corporation  is  liquidated  and 
all  its  property  distributed  before 
Jan.  1,  1966.  none  of  the  new  per¬ 
sonal  holding  company  provisions  are 
applicable  (except  the  provision  deal¬ 
ing  with  liquidation  distributions). 


56 


4334 


holding  companies — Continued 


H.R.  8363  as  ordered  reported  by  H.R.  8363  as  passed  by  the 

Senate  Committee  on  Finance  Senate 


(h)  Liquidating  dividends:  Same 
as  House  provision. 


(j)  “Would  have  been”  corpora¬ 
tions:  Same  as  House  provision  except 
as  modified  below. 


Provides  that  a  corporation  will  be 
a  "would  have  been”  corporation  if 
it  was  not  a  personal  holding  company 
for  at  least  1  of  its  2  most  recent  tax¬ 
able  years  ending  before  Dec.  31, 
1963  (instead  of  date  of  enactment  of 
the  bill)  [SA  No.  129  and  132], 


(h)  Liquidating  dividends:  Same 
as  House  provision. 


(j)  “Would  have  been”  corpora¬ 
tions:  Same  as  reported  by  Finance 
Committee. 


Same  as  reported  by  Finance 
Committee. 


H.R.  8363  as  agreed  to  by  the 
conferees 
(Public  Law) 


(h)  Liquidating  dividends:  Same 
as  House  version. 


(j)  “Would  have  been”  corpora¬ 
tions: 


Same  as  House  version  [SA  No. 
129  and  132— SR], 


Liquidations:  Modifies  the  House 
liquidation  provisions  as  follows: 

New  par.  (2)  of  sec.  333(g)  is 
amended  to  provide  that  it  shall  be 
applicable  to  liquidations  occurring 
after  Dec.  31,  1966  (instead  of  Dec. 
31,  1965),  of  corporations  which  owe 
qualified  indebtedness  on  Jan.  1,  1964 
(instead  of  on  Aug.  1,  1963)  [SA  Nos. 
119  and  124]. 

Provides  that  shareholders  of  a 
corporation  which  attempts  to  qualify 
under  the  new  liquidation  provisions, 
but  was  not  eligible  to  do  so,  may  elect 
to  convert  the  liquidation  to  the  treat¬ 
ment  provided  by  sec.  331  [SA  No. 
131]. 

Provides  that  the  term  “qualified 
indebtedness”  includes  outstanding 
indebtedness  incurred  by  the  tax¬ 
payer  before  Jan.  1,  1964  (instead  of 
Aug.  1,  1963)  [SA  No.  133]. 

Provides  that  the  deductions 
allowed  for  depletion  shall  be  taken 
into  account  to  reduce  the  deduction 
allowed  by  sec.  545(c)  and  the. quali¬ 
fied  indebtedness  under  certain  cir¬ 
cumstances  [SA  Nos.  137  and  139]. 


Liquidations:  Same  as  reported 
by  Finance  Committee. 


Same  as  Finance  Committee 
version  [SA  Nos.  119  and  124 — HR]. 


Same  as  Finance  Committee 
version  [SA  No.  131 — HR]. 


Same  as  Finance  Committee 
version  [SA  No.  133 — HR]. 


Same  as  Finance  Committee 
version  [SA  Nos.  137  and  139 — HR]. 
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Sec.  225.  Personal 


Present  law 


Treasury  recommendations 


H.R.  8363  as  passed  by  the 
House  of  Representatives 


(j)  Foreign  personal  holding  com¬ 
panies: 

(i)  When  stock  in  a  foreign  per¬ 
sonal  holding  company  is  transferred 
at  death,  basis  of  the  stock  is  not  in¬ 
creased. 


(ii)  Sec.  333  does  not  apply  to 
foreign  corporations. 


(iii)  Foreign  personal  holding 
income  is  defined  largely  in  terms  of 
domestic  personal  holding  company 
income. 


Effective  date:  The  amendment 
would  be  effective  for  taxable  years 
beginning  after  Dec.  31,  1963. 


(ii)  1-month  liquidations 
before  Jan.  1,  1966.  If  such  a  cor- 

C oration  is  liquidated  under  sec.  333 
efore  Jan.  1,  1966,  the  shareholders 
are  taxed  on  their  allocable  shares 
of  the  earnings  or  profits  as  class  B 
capital  gains  and  on  the  fair  market 
value  of  certain  stocks  and  securities 
acquired  by  the  corporation  after 
Dec.  31,  1962. 

(iii)  1-month  liquidations 
after  Dec.  31,  1965.  Provides  spe¬ 
cial  rules  for  taxation  of  shareholders 
of  “would  have  been’’  corporations 
which  liquidate  under  sec.  333  and 
which  in  general  had  unpaid  debts 
on  Aug.  1,  1963;  which  notified  the 
Secretary  before  Jan.  1,  1967,  they 
would  avail  themselves  of  this  pro¬ 
vision  and  liquidated  before  the  end 
of  the  year  in  which  they  paid  such 
debts.  Provides  a  special  deduction 
in  computing  undistributed  personal 
holding  company  income  for  pay¬ 
ment  of  a  debt  which  is  outstanding 
on  Aug.  1,  1963,  or  a  debt  sub¬ 
stituted  for  such  debt. 

(k)  Foreign  personal  holding 
companies : 

(i)  Amends  present  law  to  pro¬ 
vide  that  when  stock  in  a  corporation 
which  was  a  foreign  personal  holding 
company  for  its  last  taxable  year 
before  enactment  of  the  bill,  is  trans¬ 
ferred  at  death  and  the  decedent’s 
basis  for  such  stock  is  less  than  its 
fair  market  value,  the  basis  of  the 
stock  is  to  be  increased  by  the 
amount  of  Federal  estate  tax  attrib¬ 
utable  to  the  net  appreciation  in 
value. 


(ii)  1-month  liquidations : 
Provides  that  in  certain  cases,  sec. 
333  of  existing  law  is  to  apply  to 
foreign  personal  holding  companies. 

(iii)  Amendments  are  made  to 
sec.  553  relating  to  foreign  personal 
holding  company  income  to  conform 
to  the  changes  made  with  respect  to 
domestic  personal  holding  company 
income.  No  substantive  changes  are 
involved. 

Effective  date:  In  general,  the  pro¬ 
visions  are  made  effective  with 
respect  to  taxable  years  beginning 
after  Dec.  31,  1963.  The  dividends- 
paid  deduction  modification  and  the 
liquidation  provision,  however,  apply 
to  distributions  made  in  taxable 
years  of  the  distributing  corporation 
beginning  after  Dec.  31,  1963. 
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holding  companies — Continued 


H.R.  8363  as  ordered  reported  by 
Senate  Committee  on  Finance 


H.R.  8363  as  passed  by  the 
Senate 


H.R.  8363  as  agreed  to  by  the 
conferees 
(Public  Law) 


(k)  Foreign  personal  holding  com¬ 
panies:  Deletes  this  provision  [SA 
No.  141]. 


(k)  Foreign  personal  holding  com¬ 
panies:  Deletes  this  provision. 


Effective  date:  Same  as  House 
provision. 


Effective  date: 
provision. 


Same  as  House 


(k)  Foreign  personal  holding  com¬ 
panies.  The  provisions  of  the  House 
bill  relating  to  an  increase  in  basis  is 
restored  with  the  modifications  set 
forth  below  but  the  provisions  relat¬ 
ing  to  the  liquidation  of  foreign  per¬ 
sonal  holding  companies  are  omitted. 
The  modifications  add  a  new  provi¬ 
sion  to  the  act  which  provides  that 
the  basis  determined  under  sec.  1014 
(b)  (5)  of  a  share  of  stock  or  a  security 
acquired  from  a  decedent  dying  after 
Dec.  31,  1963,  of  a  corporation  which 
was  a  foreign  personal  holding  com¬ 
pany  for  its  most  recent  taxable  year 
ending  before  the  date  of  the  dece¬ 
dent’s  death  is  to  be  increased  by  such 
share’s  or  security’s  proportionate 
share  of  any  Federal  estate  tax  at¬ 
tributable  to  the  net  appreciation  in 
value  of  all  such  shares  and  securities 
[SA  No.  141 — HR  with  an  amend¬ 
ment]. 


Effective  date:  Same  as  House  ver¬ 
sion. 
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Sec.  226.  Treatment  of  property 


Present  law 


(a)  Aggregation  of  oil  and  gas  prop¬ 
erty: 

In  the  case  of  oil  and  gas,  operators 
have  an  option  to  use  either  the  1939 
code  “lease”  rule  or  the  1954  code  “op¬ 
erating  unit”  rule. 


Optional  rule:  A  taxpayer  has  an 
option  to  treat  each  operating  interest 
in  each  mineral  deposit  in  each  tract  or 
parcel  of  land  as  separate  “property” 
unless  he  affirmatively  elects  to  aggre¬ 
gate  them.  However,  an  election  to 
treat  an  interest  as  a  “separate  prop¬ 
erty”  is  binding  unless  permission  is 
granted  by  the  Commissioner  to  change 
such  treatment. 
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Treasury  recommendations 


(a)  Aggregation  of  oil  and  gas 
property : 

Recommends  that  the  “operat¬ 
ing  unit”  rule  be  eliminated  in  the 
case  of  oil  and  gas  properties. 


Optional  rule:  Alternatively, 
would  provide  that  the  taxpayer 
could  either  maintain  separate  de¬ 
posits  as  separate  properties  or  could 
elect  to  combine  all  deposits  falling 
within  a  single  lease  or  acquisition. 
The  combination  of  different  leases 
or  acquisitions  would  not  be  per¬ 
mitted. 


Unitization  or  pooling  agree¬ 
ments:  An  exception  to  the  optional 
rule  could  be  provided  where  an  oil 
and  gas  producer  enters  a  so-called 
unitization  agreement,  in  which  case 
the  undivided  interest  would  be 
treated  as  1  property  even  though  it 
covers  more  than  1  lease.  This  same 
type  of  exception  could  also  be  ap¬ 
plied  where  a  producer  owning  a 
number  of  leases  enters  a  unitization 
agreement  with  various  royalty 
owners  for  the  purpose  of  determin¬ 
ing  the  share  of  production  allocable 
to  each  of  the  royalty  owners. 


H.R.  8363  as  passed  by  the 
House  of  Representatives 


(a)  Aggregation  of  oil  and  gas 
property : 

(i)  In  general,  the  bill  restores 
the  rule  prevailing  prior  to  the  1954 
act,  i.e.,  the  1939  code  “lease”  test  of 
the  term  “property”  is  reinstated  for 
all  oil  and  gas  cases  for  all  taxable 
years  beginning  after  Dec.  31,  1963. 

Optional  rule:  The  operational 
pattern  of  present  law  of  the  option 
to  elect  to  combine  or  aggregate  any 
2  or  more  operating  interests  falling 
within  a  single  lease  or  acquisition 
into  a  single  “property”  is  recast  so 
that  under  the  House  bill,  failure  to 
affirmatively  elect  to  the  contrary 
automatically  aggregates  such  inter¬ 
ests  as  they  are  developed.  Thus,  as 
each  discovery  is  made,  the  taxpayer 
has  a  choice  as  to  whether  to  include 
it  in  the  existing  aggregation  or  to 
treat  it  separately. 

(ii)  “Unscrambling”  of  basis. 
Alternative  methods  are  provided  of 
redetermining  the  adjusted  bases,  if 
any,  of  operating  interests  presently 
aggregated  which  under  the  bill  must 
hereafter  be  treated  separately. 

One  method  provides  that  any 
basis  may  be  divided  among  the 
separate  properties  in  accordance 
with  the  fair  market  value  of  each 
property. 

The  second  method  provides 
that  taxpayers  may  take  the  ad¬ 
justed  basis  of  each  property  at  the 
time  it  was  first  included  in  an  aggre¬ 
gation  and  adjust  this  basis  down¬ 
ward  for  adjustments  reasonably 
attributable  to  the  property  so  that 
the  total  of  these  adjusted  bases 
equals  the  adjusted  basis  of  the 
former  aggregation. 

(iii)  Unitization  or  pooling  agree¬ 
ments:  A  unitization  or  pooling 
agreement  is  an  exception  to  the 
optional  rule  stated  above.  Thus, 
in  unitization  or  pooling  agreement 
cases  all  of  the  operating  mineral 
interests  of  a  taxpayer  which  par¬ 
ticipate  in  1  of  these  unitization 
agreements  are  to  be  treated  as  a 
single  property  without  regard  to 
the  optional  rule  stated  above.  This 
treatment  applies  to  all  compulsory 
unitization  agreements  required  by 
State  law  and  also  to  voluntary 
agreements  which  meet  these  2 
tests: 

(1)  The  operating  mineral 
interests  must  be  in  the  same  de¬ 
posit  or  2  or  more  deposits,  the  joint 
development  or  production  of  which 
is  logical  from  the  standpoint  of 
geology,  convenience,  economy,  or 
conservation;  and 

(2)  The  operating  mineral 
interests  covered  by  the  agreement 
must  be  in  tracts  or  parcels  of  land 
which  are  either  contiguous  or  in 
close  proximity. 
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in  case  of  oil  and  gas  wells 


H.R.  8363  as  ordered  reported  by 
Senate  Committee  on  Finance 


H.R.  8363  as  passed  by  the 
Senate 


.R.  8363  as  agreed  to  by  the 
conferees 
(Public  Law) 


(a)  Aggregation  of  oil  and  gas  prop¬ 
erty  :  Same  as  House  provision. 


(a)  Aggregation  of  oil  and  gas  prop¬ 
erty:  Same  as  House  provision. 


(a)  Aggregation  of  oil  and  gas  prop¬ 
erty:  Same  as  House  version. 
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Sec.  226.  Treatment  of  property  in  case 


Present  law 


(b)  Carryover  of  excess  deductions: 

A  percentage  depletion  allowance 
is  computed  by  applying  a  specific  per¬ 
centage  rate  (27 percent  in  case  of  oil 
and  gas  wells)  to  the  gross  income  from 
each  mineral  property,  but  the  deduc¬ 
tion  allowed  cannot  exceed  50  percent 
of  the  net  income  from  the  property. 
In  determining  “net  income”  for  the 
purpose  of  this  50-percent  limitation,  all 
deductions  (except  depletion)  attribut¬ 
able  to  the  property  are  deducted  from 
gross  income.  Intangible  drilling  costs 
and  exploration  and  development  ex¬ 
penditures  are  included  in  those  deduc¬ 
tions  which  reduce  gross  income  for  this 
purpose. 


(c)  Foreign  mineral  operations: 

U.S.  citizens  and  domestic  corpo¬ 
rations  may  treat  certain  foreign  taxes 
paid  or  accrued  to  a  foreign  country  as 
a  credit  against  their  U.S.  income  tax 
otherwise  payable.  Domestic  corpo¬ 
rations  are  allowed  a  credit  for  foreign 
taxes  paid  by  10-percent-owned  1st 
tier  foreign  subsidiaries  and  by  2d  tier 
foreign  subsidiaries  if  50  percent  of 
their  voting  stock  is  owned  by  a  10- 
percent-owned  1st  tier  foreign  sub¬ 
sidiary.  Similar  tax  credits  are  also 
allowed  for  certain  tax-haven  income. 

Limitation:  The  foreign  taxes 
which  may  be  allowed  as  a  credit 
against  U.S.  tax  are  limited  to  the  same 
proportion  of  the  U.S.  tax  against  which 
the  credit  is  taken  if  the  income  from 
sources  within  each  foreign  country 
(the  per  country  limitation)  or,  alterna¬ 
tively,  all  foreign  countries  (the  overall 
limitation)  bears  to  the  entire  taxable 
income  of  the  taxpayer.  Except  in 
the  case  of  interest  income,  computa¬ 
tions  of  foreign  and  U.S.  taxes  on 
foreign  source  income  for  purposes  of 
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Treasury  recommendations 


Effective  date:  This  proposal 
would  apply  to  all  oil  and  gas  proper¬ 
ties  for  taxable  years  beginning  after 
Dec.  31,  1963. 


(b)  Carryover  of  excess  deduc¬ 
tions: 

Provides  that  amounts  deducted 
with  respect  to  a  mineral  property 
which  are  in  excess  of  gross  income 
from  that  property  in  any  taxable 
year  would  be  carried  forward  to  fu¬ 
ture  years  and  used  in  computing  the 
“net  income  from  the  property”  for 
purposes  of  applying  the  50-percent- 
of-net-income  limitation.  The  a- 
mount  of  the  carryover  of  such  deduc¬ 
tions  to  be  used  to  reduce  net  income 
in  any  subsequent  taxable  year  would 
be  limited  to  that  amount  which  re¬ 
duced  the  taxpayer’s  otherwise  allow¬ 
able  percentage  depletion  for  the  tax¬ 
able  year  by  50  percent,  but  never  less 
than  the  cost  depletion  allowable. 

Effective  date:  Would  apply  to 
excess  deductions  taken  with  respect 
to  a  property  in  taxable  years  begin¬ 
ning  after  Dec.  31,  1963. 

(c)  Foreign  mineral  operations: 

Recommends  that  the  deduc¬ 
tions  for  development  costs  and 
exploration  expenses  be  restricted 
so  as  not  to  permit  them  to  reduce 
the  U.S.  tax  on  income  earned  in  the 
United  States.  This  would  be 
accomplished  by  denying  a  deduc¬ 
tion  against  domestic  income  for  any 
foreign  operating  losses  to  the  extent 
such  losses  are  attributable  to  devel¬ 
opment  costs  and  exploration  ex¬ 
penses.  However,  losses  on  aban¬ 
donment  would  be  allowed  to  offset 
U.S.  income.  Also  recommends  that 
excess  foreign  tax  credits,  which 
arise  from  the  allowance  of  percent¬ 
age  depletion  and  the  deduction  of 
intangible  drilling  costs  and  de¬ 
velopment  and  exploration  expenses 
in  foreign  mineral  operations,  not 
be  permitted  to  offset  the  U.S. 
taxes  on  other  nonmineral  foreign  in¬ 
come.  Such  excess  tax  credits  could 
be  used  only  to  offset  U.S.  taxes 
on  income  from  foreign  mineral 
operations. 


H.R.  8363  as  passed  by  the  House 
of  Representatives 


Prior  agreements:  In  case  of 
unitization  agreements  entered  into 
in  taxable  years  beginning  before 
Jan.  1,  1964,  where  the  taxpayer,  for 
the  last  taxable  year  beginning  be¬ 
fore  1964,  treated  each  interest  as  a 
separate  property  and  if  it  is  de¬ 
termined  by  law  that  this  was  the 
proper  treatment,  then  the  taxpayer 
may,  if  he  so  desires,  continue  to 
treat  these  interests  as  separate 
properties  despite  the  fact  that  they 
are  in  a  unitization  agreement. 

Effective  date:  The  amend¬ 
ments  made  by  this  provision  apply 
to  taxable  years  beginning  after 
Dec.  31,  1963.  However,  this  does 
not  involve  any  change  in  elections 
for  those  already  covered  under  the 
1939  code  rules. 


(b)  Carryover  of  excess  deduc¬ 
tions:  Makes  no  change  in  existing 
law. 


(c)  Foreign  mineral  operations. 
Makes  no  change  in  existing  law. 
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of  oil  and  gas  wells — Continued 


H.R.  8363  as  ordered  reported  by 
Senate  Committee  on  Finance 

H.R.  8363  as  passed  by  the  Senate 

H.R.  8363  as  agreed  to  by  the  conferees 

(Public  Law) 

Effective  date:  Same  as  House  pro¬ 
vision. 

Effective  date:  Same  as  House 
provision. 

Effective  date:  Same  as  House  ver¬ 
sion. 

(b)  Carryover  of  excess  deductions : 
Makes  no  change  in  existing  law. 

(b)  Carryover  of  excess  deduc¬ 
tions:  Makes  no  change  in  existing 
law. 

(b)  Carryover  of  excess  deduc¬ 
tions:  Makes  no  change  in  existing 
law. 

(c)  Foreign  mineral  operations: 

Provides  that  excess  foreign  tax 
credits  which  are  attributable  to  the 
allowance  of  percentage,  rather  than 
cost,  depletion  by  the  United  States 
shall  not  be  allowed  as  a  tax  credit 
against  U.S.  tax  otherwise  payable 
on  the  income  from  the  taxpayer’s 
nonmineral  foreign  activities.  (Added 
by  sec.  231  of  the  Finance  Committee 
bill.) 

Mineral  income  defined: 

(1)  Mineral  income  includes 
(a)  income  derived  from  the  extraction 
of  minerals  from  mines,  wells,  or  other 
mineral  deposits;  (b)  income  from  the 
processing  of  such  minerals  into  their 
primary  products;  and  (c)  income 
from  the  transportation,  distribution, 
and  sale  of  the  primary  product  de¬ 
rived  from  the  mineral  or  of  the 
mineral  itself. 

(2)  Taxpayers  are  permitted 
to  treat  dividends  from  corporations 
in  which  they  own  5  percent  or  more  of 
the  voting  stock  as  mineral  income  to 
the  extent  the  dividend  is  attributable 

(c)  Foreign  mineral  operations: 
Same  as  reported  by  Finance  Com¬ 
mittee. 

(c)  Foreign  mineral  operations: 
Same  as  House  version,  i.e.,  makes  no 
change  in  existing  law  [SA  No.  164— 
SR]. 
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Sec.  226.  Treatment  of  property  in  case 


Present  law 

Treasury  recommendations 

H.R.  8363  as  passed  by  the  House 
of  Representatives 

the  limitation  on  the  foreign  tax  credit, 
are  made  without  regard  to  the  type  of 
activity  from  which  the  income  is 
derived. 

Carryover:  The  excess  foreign  tax 
may  be  carried  back  2  years  and  for¬ 
ward  5  years  and  be  used  as  a  credit 
against  U.S.  tax  in  those  years  to  the 
extent  the  foreign  tax  credit  limitation 
for  these  years  exceeds  the  foreign  tax 
credit  otherwise  allowable. 

Depletion  allowance:  Taxpayers 
who  extract  minerals  in  foreign  coun¬ 
tries  are  allowed  a  deduction  for  per¬ 
centage  depletion  in  computing  their 
U.S.  income  tax.  To  the  extent  foreign 
tax  paid  or  accrued  on  foreign  income 
derived  from  the  extraction  of  minerals 
from  mines,  wells,  or  other  mineral 
deposits  exceeds  the  U.S.  tax  on  the 
same  income,  the  excess  foreign  tax  is 
available  as  a  credit  against  U.S.  tax 
otherwise  payable  on  foreign  source 
income  from  unrelated  activities  of  the 
taxpayer  in  the  same  or  other  foreign 
countries. 

(d)  Sale  of  mineral  interests: 

Intangible  drilling  costs  and  cer¬ 
tain  development  and  exploration  ex¬ 
penditures  are  deductible  from  ordinary 
income.  However,  when  the  taxpayer 
sells  his  interest  in  a  mineral  property, 
any  gain  realized  is  taxed  as  a  capital 
gain. 

Effective  date:  Would  apply  for 
all  taxable  years  beginning  after 
Dec.  31,  1963. 

(d)  Sale  of  mineral  interests: 

Would  provide  that  on  the  sale 
or  disposition  of  mineral  property,  a 
portion  of  any  gain  realized  be  treated 
as  ordinary  income  in  a  manner 
similar  to  the  treatment  now  provided 
in  the  case  of  tangible  personal  prop¬ 
erty.  The  amount  treated  as  ordi¬ 
nary  income  at  the  time  of  sale  would 
be  (1)  the  amount  of  intangible  drill¬ 
ing  and  development  expenditures 
in  the  case  of  oil  or  gas  properties,  or 
exploration  and  development  ex¬ 
penditures  in  the  case  of  other  min¬ 
eral  properties,  which  had  been  de¬ 
ducted,  together  with  (2)  any  deple¬ 
tion  taken  (either  cost  or  percentage) 
but  only  to  the  extent  of  the  basis  of 
the  taxpayer  in  the  property.  Thus, 
if  the  depletion  deduction  taken  ex¬ 
ceeded  the  cost  or  other  basis  of  the 
taxpayer  in  the  property,  this  excess 
amount  would  not  give  rise  to  ordi¬ 
nary  income. 

Effective  date:  Would  apply  to 
dispositions  of  mineral  properties 
after  Dec.  31,  1963,  and  in  the  case 
of  these  dispositions  the  deductions  of 
capital  costs  which  would  give  rise  to 
ordinary  income  would  be  those  in¬ 
curred  in  periods  after  Dec.  31,  1963. 

(d)  Sale  of  mineral  interests: 
Makes  no  change  in  existing  law. 

Sec.  227.  Treatment 

Present  law 

Treasury  recommendation 

H.R.  8363  as  passed  by  the 

House  of  Representatives 

A  lessor  or  sublessor  of  iron  ore  de¬ 
posits  is  entitled  to  cost  depletion  or  to 
a  percentage  depletion  allowance  meas¬ 
ured  by  15  percent  of  his  gross  royalty 
income  (which  is  regarded  as  ordinary 
income). 

None _ _ _ _ 

Affords  to  iron  ore  royalty  income 
the  same  income  tax  classification 
and  capital  gain  treatment  applicable 
to  coal  royalties  under  existing  law, 
i.e.,  a  50-percent  inclusion  factor 
with  a  25-percent  alternative  maxi¬ 
mum  rate. 
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of  oil  and  gas  wells — Continued 


H.R.  8363  as  ordered  reported  by  H.R.  8363  as  passed  by  the 

Senate  Committee  on  Finance  Senate 


to  mineral  activities  of  the  payor 
corporation.  In  this  case,  the  divi¬ 
dend  must  be  one  which  is  treated  as 
income  from  sources  without  the 
United  States. 

(3)  A  taxpayer  may  treat  a 
portion  of  his  distributable  share  of 
income  of  a  partnership  as  mineral 
income  to  the  extent  it  is  derived  from 
foreign  mineral  activities  of  the 
partnership. 

(4)  Income  attributable  to  the 
manufacture,  distribution,  and 
marketing  of  petrochemicals  is  not 
to  be  treated  as  mineral  income. 

Carryover:  No  carryback  or 
carryforward  is  permitted  for  foreign 
taxes  which  are  disallowed  under  this 
provision. 


.R.  8363  as  agreed  to  by  the 
conferees 
(Public  Law) 


Effective  date:  Applies  with  re¬ 
spect  to  the  computation  of  foreign 
tax  credits  for  taxable  years  beginning 
after  Dec.  31,  1963  [SA  No.  164]. 

(d)  Sale  of  mineral  interests:  Makes 
no  change  in  existing  law. 


Effective  date:  Same  as  reported 
by  Finance  Committee. 


(d)  Sale  of  mineral  interests: 
Makes  no  change  in  existing  law. 


(d)  Sale  of  mineral  interests: 
Makes  no  change  in  existing  law. 


of  iron  ore  royalties 


H.R.  8363  as  ordered  reported  by 
Senate  Committee  on  Finance 

H.R.  8363  as  passed  by  the 
Senate 

H.R.  8363  as  agreed  to  by  the 
conferees 

Modifies  the  House  provision  as 
follows: 

(a)  Limits  the  new  capital  gain 
treatment  to  iron  ore  royalties  received 
with  respect  to  iron  ore  mined  in  the 
United  States  (SA  No.  150]. 

Same  as 
Committee. 

reported  by  Finance 

Same  as  Finance  Committee  ver¬ 
sion: 

(a)  [SA  No.  151— HR], 
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Sec.  227.  Treatment 


Present  law 

Treasury  recommendations 

H.R.  8363  as  passed  by  the 

House  of  Representatives 

Effective  date:  Applies  to  iron  ore 
mined  in  taxable  years  beginning 
after  Dec.  31,  1963. 

Sec.  230.  Capital  gains 


Present  law 


Treasury  recommendations 


H.R.  8363  as  passed  by  the 
House  of  Representatives 


(a)  General  rule: 

In  the  case  of  gains  from  sales  or 
exchanges  of  capital  assets  held  for  6 
months  or  less  (short  term),  100  percent 
of  the  gain  is  taxable  as  ordinary  in¬ 
come. 

In  the  case  of  gains  from  the  sales 
or  exchanges  of  capital  assets  held  for 
more  than  6  months  (long  term)  by 
taxpayers  other  than  corporations,  50 
percent  of  the  excess  of  the  net  long¬ 
term  gain  over  any  net  short-term  loss 
is  taxable  as  ordinary  income,  or  100 
ercent  of  the  excess  is  taxed  at  a  flat 
5-percent  rate. 


(a)  General  rule: 

Would  provide  that  in  the  case 
of  capital  gains  on  assets  held  1  year 
or  less  (short  term),  100  percent  of 
such  gains  is  taxable  as  ordinary 
income. 

In  the  case  of  capital  gains  on 
assets  held  more  than  1  year  (long 
term) ,  30  percent  of  the  excess  of  the 
net  long-term  capital  gain  over  any 
net  short-term  capital  loss  would  be 
taxable  as  ordinary  income,  or,  100 
percent  of  the  excess  would  be  tax¬ 
able  at  a  flat  19.5-percent  rate. 

In  the  case  of  corporate  tax¬ 
payers,  the  alternative  rate  would  be 
reduced  to  22  percent. 


(a)  General  rule: 

In  the  case  of  capital  gains  on 
assets  held  6  months  or  less  (short 
term),  100  percent  of  such  gains  is 
taxed  as  ordinary  income. 

In  the  case  of  a  net  capital  gain 
on  assets  held  more  than  6  months 
but  not  more  than  2  years  (class  B), 
50  percent  of  such  net  gain  will  be 
taxed  as  ordinary  income,  or  100  per¬ 
cent  of  such  net  gain  will  be  taxed  at 
a  flat  25-percent  rate. 


In  the  case  of  a  net  capital  gain 
on  assets  held  more  than  2  years 
(class  A) ,  40  percent  of  such  net  gain 
will  be  taxed  as  ordinary  income,  or 
100  percent  of  such  net  gain  will  be 
taxed  at  a  flat  21-percent  rate. 


(b)  Offset  rules: 

Capital  gains  and  losses  are  first 
offset  within  each  category  to  determine 
if  there  is  a  net  short-term  capital  gain 
or  loss  or  a  net  long-term  capital  gain 
or  loss. 

Net  gains  of  1  category  are  netted 
against  net  losses  of  the  other  category. 


(b)  Offset  rules: 

Recommends  no  changes  with 
respect  to  the  offset  rules  of  present 
law. 


In  the  case  of  corporations  no 
change  is  made. 

(b)  Offset  rules: 

Capital  gains  and  losses  are  first 
offset  within  each  category  to  deter¬ 
mine  if  there  is  a  net  short-term 
capital  gain  or  loss,  a  net  class  B 
capital  gain  or  loss,  or  a  net  class  A 
capital  gain  or  loss. 

The  3  categories  are  then  to  be 
netted  as  follows: 

(1)  net  class  A  capital  losses 
first  reduce  net  class  B  capital  gains 
and  then  net  short-term  capital  gain. 

(2)  net  class  B  capital  losses 
first  reduce  net  class  A  capital  gain 
and  then  net  short-term  capital  gain. 

(3)  net  short-term  capital 
losses  first  reduce  net  class  B  capital 
gain  and  then  net  class  A  capital 
gain. 


66 


4344 


of  iron  ore  royalties — Continued 


H.R.  8363  as  ordered  reported  by  H.R.  8363  as  passed  by  the 

Senate  Committee  on  Finance  Senate 


H.R.  8363  as  agreed  to  by  the 
conferees 
(Public  Law) 


(b)  Denies  the  new  capital  gain 
treatment  where  the  same  parties  or 
substantially  the  same  parties  directly 
or  indirectly  own  the  iron  ore  property 
or  operate  it  [SA  No.  153]. 

(c)  Amends  the  Social  Security 
Act  to  prevent  iron  ore  royalties  which 
receive  capital  gains  treatment  from 
being  taken  into  account  for  social 
security  tax  purposes  [SA  No.  160]. 

Effective  date:  Modified  to  apply 
only  to  royalties  received  after  Dec. 
31,  1963,  with  respect  to  iron  ore 
mined  after  that  date  [SA  No.  161]. 


Effective  date:  Same  as  reported 
by  Finance  Committee. 


(b)  [SA  No.  153— HR]. 


(c)  [SA  No.  160— HR], 


Effective  date:  Same  as  Finance 
Committee  version  [SA  No.  161 — 
HR]. 


and  losses 


H.R.  8363  as  ordered  reported  by 
Senate  Committee  on  Finance 

H.R.  8363  as  passed  by  the 
Senate 

H.R.  8363  as  agreed  to  by  the 
conferees 
(Public  Law) 

(a)  General  rule:  Deletes  this  pro- 

(a)  General  rule:  Deletes  this  pro- 

(a)  General  rule:  Finance  Com- 

vision  [SA  No.  166]. 

vision* 

mittee  deletion  modified  to  allow  an 
unlimited  loss  carryover  for  individ¬ 
uals  (rather  than  5  years)  as  set 
forth  in  (c)  below.  [SA  No.  166 — H.R. 
with  an  amendment]. 

(b)  Offset  rules:  Deletes  this  provi- 

(b)  Offset  rules:  Deletes  this  provi- 

(b)  Offset  rules:  Same  as  Finance 

sion. 

sion* 

Committee  version* 
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Sec.  230  Capital  gains  and 


Present  law 


Treasury  recommendations 


H.R.  8363  as  passed  by  the  House 
of  Representatives 


(c)  Carryover  of  losses:  Any  excess  of 
capital  losses  over  capital  gains  (either 
short-term  or  long-term)  may  be  offset 
against  ordinary  income  to  the  extent  of 
$1,000.  If  any  net  loss  remains,  it  may 
be  carried  forward  for  a  period  of  up  to 
5  years  as  a  short-term  capital  loss  and 
as  such,  offset  against  capital  gains  in 
each  year  and  against  ordinary  income 
in  each  year  to  the  extent  of  $1,000.  In 
the  case  of  corporations,  capital  losses 
are  offset  against  capital  gains  and  a 
5-year  carryover  is  provided. 

(d)  Property  eligible  for  capital  gain 
treatment:  In  general,  capital  assets 
mean  property  held  by  a  taxpayer  other 
than — 

(1)  Inventory; 

(2)  Depreciable  property  used  in 
a  trade  or  business; 

(3)  Real  property  used  in  a  trade 
or  business; 

(4)  Copyrights,  literary,  musical 
or  artistic  compositions  held  by  a  tax¬ 
payer  whose  personal  efforts  created 
such  property  (or  by  a  person  who  de¬ 
termines  gain  or  loss  by  reference  to  the 
basis  of  such  property  to  such  person) ; 

(5)  Accounts  and  notes  receivable 
acquired  in  the  ordinary  course  of  busi¬ 
ness  for  services  rendered  or  from  sale 
of  inventory;  and 

(6)  Government  obligations  issued 
on  a  discount  basis  and  payable  with¬ 
out  interest  at  a  fixed  maturity  date 
not  exceeding  1  year. 

Depreciable  personal  property,  real 
property,  and  certain  other  property 
used  in  the  trade  or  business  are  ex¬ 
cluded  from  the  definition  of  “capital 
assets,  ”  but  gain  from  the  sale  or  ex¬ 
change  of  these  assets  may  in  some 
situations  receive  capital  gain  treat¬ 
ment. 

Timber:  Gain  treated  as  long-term 
capital  gain  with  a  50-percent  inclusion 
factor  or  alternatively  at  a  flat  25- 
percent  rate. 


Coal  royalties:  Treated  as  long-term 
capital  gain  with  a  50-percent  inclusion 
factor  or  alternatively  at  a  flat  25- 
percent  rate. 

Iron  ore  royalties:  Treated  as  ordi¬ 
nary  income. 


(c)  Carryover  of  losses:  Any  net 
capital  losses  in  excess  of  capital  gains 
to  be  allowed  as  a  deduction  against 
ordinary  income  to  the  extent  of 
$1,000.  In  lieu  of  a  5-year  loss  carryfor¬ 
ward,  would  provide  an  indefinite 
loss  carryforward.  Loss  carryfor¬ 
wards  would  retain  their  character. 
In  addition,  proposes  that  married 
taxpayers  filing  separate  returns  be 
limited  to  an  annual  offset  of  $500. 
No  change  is  proposed  in  the  case  of 
corporations  in  the  manner  in  which 
capital  losses  are  treated. 


Timber:  Would  provide  that  for 
contracts  entered  into  after  Feb.  6, 
1963,  gain  from  the  sale  of  timber  or 
the  right  to  cut  timber  with  a  re¬ 
tained  economic  interest  will  result  in 
ordinary  income,  except  in  the  case 
of  individuals  the  first  $5,000  of  in¬ 
come  from  timber  will  remain  capital 
gain.  Would  also  provide  for  ex¬ 
pensing  of  reforestation  costs. 

Coal:  Would  repeal  existing  law 
with  respect  to  contracts  entered  into 
after  Feb.  6,  1963. 


(c)  Carryover  of  losses:  Provides 
for  an  unlimited  carryforward  of 
capital  losses.  Also  provides  that 
each  class  of  capital  loss  is  to  retain 
its  character.  No  change  in  the 
treatment  of  capital  losses  of  corpo¬ 
rations  is  made. 


(d)  Property  eligible  for  capital 
gains  treatment:  Except  in  the  case 
of  iron  ore,  no  change  is  made  in  the 
definition  of  “assets”  gain  from  the 
sale  of  which  is  accorded  capital  gains 
treatment.  Thus,  class  B  or  class  A 
capital  gain  treatment  will  apply  to 
the  sale  of  capital  assets. 


Class  B  or  class  A  capital  gain  may 
apply  in  the  case  of  the  sale  or  ex¬ 
change  of  depreciable  or  real  prop¬ 
erty  used  in  a  trade  or  business. 


Timber:  Gain  to  be  treated  as 
class  B;  i.e.,  with  a  50-percent  inclu¬ 
sion  factor  or  alternatively  at  a  flat 
25-percent  rate,  if  held  more  than  6 
months. 


Coal  royalties:  To  be  treated  as 
class  B;  i.e.,  with  a  50-percent  inclu¬ 
sion  factor  or  alternatively  at  a  flat 
25-percent  rate,  if  held  more  than  6 
months. 

Iron  ore  royalties:  To  be  treated 
as  class  B;  i.e.,  with  a  50-percent  in¬ 
clusion  factor  or  alternatively  at  a 
flat  25-percent  rate,  if  held  more  than 
6  months. 
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losses — Continued 


H.R.  8363  as  ordered  reported  by 
Senate  Committee  on  Finance 

H.R.  8363  as  passed  by  the 
Senate 

H.R.  8363  as  agreed  to  by  the 
conferees 
(Public  Law) 

(c)  Carryover  of  losses :  Deletes  this 
provision  [SA  No.  166], 

(c)  Carryover  of  losses:  Deletes 
this  provision. 

(c)  Carryover  <jf  losses:  Same  as 
House  version  (SA  No.  166 — HR  with 
an  amendment!. 

(d)  Property  eligible  for  capital  gain 
treatment:  Deletes  this  provision. 

• 

m 

(d)  Property  eligible  for  capital 
gain  treatment:  Deletes  this  provi¬ 
sion. 

• 

(d)  Property  eligible  for  capital  gain 
treatment:  Same  as  present  law. 

Timber:  Deletes  this  provision _ 

Timber:  Deletes  this'provision _ 

Timber:  Same  as  present  law. 

Coal  royalties:  Deletes  this  provi¬ 
sion. 

Iron  ore  royalties:  Deletes  this  pro¬ 
vision. 

Coal  royalties:  Deletes  this  provi¬ 
sion. 

Iron  ore  royalties :  Deletes  this  pro¬ 
vision. 

Coal  royalties:  Same  as  present  law. 

Iron  ore  royalties:  Same  as  present 
law. 
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Sec.  230.  Capital  gains  and 


Present  law 


Treasury  recommendations 


Property  used  in  the  trade  or  business 
of  farming:  Gain  from  sale  of  livestock 
held  for  dairy  breeding  or  draft  pur¬ 
poses  will  be  treated  as  long-term 
capital  gain  with  a  50-percent  inclusion 
factor  or  alternatively  at  a  flat  25-per¬ 
cent  rate.  Expenses  attributable  to 
the  care  and  maintenance  and  deprecia¬ 
tion  deductions  may  be  taken  with  re¬ 
spect  to  such  animals. 


Unharvested  crops:  Gain  treated  as 
long-term  capital  gain  with  a  50-per¬ 
cent  inclusion  factor  or  alternatively  at 
a  flat  25-percent  rate. 


(e)  Distributions  from  pension  and 
profit-sharing  plans:  In  general,  lump¬ 
sum  distributions  from  trusts  created 
or  organized  as  part  of  a  pension  or 
profit-sharing  plan  are  taxed  as  long¬ 
term  capital  gain  if  paid  to  a  distributee 
within  1  taxable  year  on  account  of  an 
employee’s  death  or  other  separation 
from  service. 


Employer’s  stock:  Gain  or  loss  on 
employer’s  stock  not  recognized  at  time 
of  distribution;  recognized  only  when 
sold  or  otherwise  disposed  of  by  an 
employee  in  a  taxable  transaction. 


(f)  Royalties  from  patents:  In  gen¬ 
eral,  royalties  received  by  the  creator  of 
an  invention,  and  in  certain  cases  by 
individuals  who  purchase  their  interests 
in  an  invention,  are  accorded  long-term 
capital  gains  treatment. 


(g)  Employee  termination  payments  : 
Amounts  received  by  an  employee  for 
the  assignment  or  release  of  his  rights 
to  receive  a  percentage  of  future  profits 
of  his  employer  are  accorded  capital 
gain  treatment  if  certain  conditions  are 
met. 


Property  used  in  the  trade  or  busi¬ 
ness  of  farming:  Would  provide 
that  in  any  year  taxpayer’s  adjusted 
gross  income  from  nonfarm  sources 
equals  $15,000  or  more,  and  his  de¬ 
ductions  from  farming  exceed  that 
amount,  then  capital  gains  from 
farming  will  be  treated  as  ordinary 
income  to  the  extent  of  such  deduc¬ 
tions.  Deductions  from  farming 
would  continue  to  be  deductible 
against  nonfarm  income.  Would 
apply  to  taxable  years  beginning 
after  Dec.  31,  1963. 


Distribution  from  pension  and 
profit-sharing  plans:  In  general, 
lump-sum  distribution  payments 
would  be  treated  as  ordinary  income, 
but  the  general  averaging  provision 
would  be  available.  This  provision 
would  apply  to  distributions  received 
after  Dec.  31,  1963,  but  would  not 
apply  to  that  amount  which  equaled 
the  amount  in  the  employee’s  ac¬ 
count  as  of  the  close  of  the  last  plan 
year  preceding  Feb.  6,  1963,  plus  the 
future  earnings  of  that  amount. 


Patents:  Recommends  that  pat¬ 
ents  be  excluded  from  the  definition 
of  capital  asset  and  that  amounts  re¬ 
ceived  on  the  sale  of  the  patent  by 
the  inventor  be  treated  as  ordinary 
income  rather  than  capital  gain. 


H.R.  8363  as  passed  by  the  House 
of  Representatives 


Property  used  in  the  trade  or  busi¬ 
ness  of  farming:  Gain  from  sale  of 
livestock  held  for  dairy  breeding  or 
draft  purposes  will  be  treated  as  class 
B;  i.e.,  with  a  50-percent  inclusion 
factor  or  alternatively  at  a  flat  25- 
percent  rate,  if  held  for  12  months  or 
more.  No  change  made  with  respect 
to  expenses  and  depreciation. 


Unharvested  crops:  Gain  to  be 
treated  as  class  B;  i.e.,  with  a  50- 
percent  inclusion  factor  or  alterna¬ 
tively  at  a  flat  25-percent  rate. 

The  bill  permits,  howevex,  olass  A 
capital  gain  treatment  to  apply  to 
the  gain  from  the  sale  of  timber,  coal, 
iron  ore,  livestock  and  unharvested 
crops  if  such  gain  would  have  re¬ 
sulted  in  capital  gain  treatment 
under  present  law  without  regard  to 
to  sec.  1231(b)(2)  of  the  1954  code. 

(e)  Distributions  from  pension 
and  profit-sharing  plans:  In  general, 
lump-Bum  distributions  will  receive 
class  B  capital  gains  treatment;  i.e., 
a  50-percent  inclusion  factor  or  alter¬ 
natively  a  flat  25-percent  rate. 


Employer’s  stock :  Gain  or  loss  on 
employer’s  stock  not  recognized  at 
time  of  distribution;  recognized  only 
when  sold  or  otherwise  disposed  of 
by  an  employee  in  a  taxable  transac¬ 
tion.  Gain  equal  to  the  unrealized 
appreciation  at  time  of  distribution, 
regardless  of  holding  period  of  stock, 
will  be  treated  as  class  B  capital 
gain.  Remainder  of  gain,  if  any, 
will  be  treated  as  short-term,  class 
B,  or  class  A  capital  gain  as  the  case 
may  be. 

(f)  Royalties  from  patents:  Roy¬ 
alties  received  by  the  creator  of  the 
invention  will  be  afforded  class  B 
capital  gain  treatment.  Royalties 
received  by  individuals  who  finance 
the  creator  could  receive  class  A 
capital  gain  treatment  if  the  holding 
period  requirement  is  satisfied. 

(g)  Employee  termination  pay¬ 
ments:  Continues  existing  law  by 
treating  such  amounts  as  class  B 
capital  gains. 
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losses — Continued 


H.R.  8363  as  ordered  reported  by 
Senate  Committee  on  Finance 

H.R.  8363  as  passed  by  the 
Senate 

H.R.  8363  as  agreed  to  by  the 
conferees 
(Public  Law) 

Property  used  in  the  trade  or 
business  of  farming:  Deletes  this 
provision. 

Property  used  in  the  trade  or 
business  of  farming:  Deletes  this 
provision. 

Property  used  in  the  trade^or 
business  of  farming:  Same  as  present 
law. 

Unharvested  crops:  Deletes  this 
provision. 

Unharvested  crops:  Deletes  this 
provision. 

Unharvested  crops:  Same  as  present 
law. 

(e)  Distribution  from  pension  and 
profit-sharing  plans:  Deletes  this  pro¬ 
vision. 

(e)  Distribution  from  pension  and 
profit-sharing  plans :  Deletes  this  pro¬ 
vision. 

(e)  Distribution  from  pension  and 
profit-sharing  plans:  Same  as  present 
law. 

Employees  stock :  Deletes  this  pro¬ 
vision. 

Employer’s  stock:  Deletes  this  pro¬ 
vision. 

Employer’s  stock:  Same  as  present 
law. 

(f)  Royalties  from  patents:  De¬ 
letes  this  provision. 

(f)  Royalties  from  patents:  De¬ 
letes  this  provision. 

(f)  Royalties  from  patents:  Same 
as  present  law. 

(g)  Employee  termination  pay¬ 
ments:  Deletes  this  provision. 

(g)  Employee  termination  pay¬ 
ments:  Deletes  this  provision. 

(g)  Employee  termination  pay¬ 
ments:  Same  as  present  law. 
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Sec.  230.  Capital  gains  and 


Present  law 


(h)  Short  sales:  In  certain  cases,  gain 
on  the  closing  of  short  sales  is  considered 
short-term  capital  gain,  if  the  sub¬ 
stantially  identical  property  is  not  used 
to  close  the  short  sale,  a  new  holding 
period  begins. 

Losses:  If  on  the  date  of  the  short 
sale  substantially  identical  property 
has  been  held  for  more  than  6  months, 
such  losses  are  considered  long-term 
losses. 


Treasury  recommendations 


Effective  date:  In  general,  the 
amendments  would  be  effective  for 
taxable  years  beginning  after  Dec. 
31,  1963.  The  1-year  holding  period 
would  be  applicable  to  assets  pur¬ 
chased  after  Dec.  31,  1963. 


H.R.  8363  as  passed  by  the 
House  of  Representatives 


(h)  Short  sales :  Continues  existing 
law  and  also  provides  similar  rule  if 
substantially  identical  property  is 
held  at  the  time  of  the  short  sale  for 
more  than  6  months  but  less  than 
2  years.  In  this  case,  class  B  capital 
gain  would  apply. 

Losses:  If  on  the  date  of  the 
short  sale,  substantially  identical 
property  has  been  held  for  more  than 
2  years  or  more  than  6  months  but 
not  more  than  2  years,  such  losses 
will  be  considered  either  as  class  A 
or  as  class  B  losses. 

Effective  date:  Provisions  are  ap¬ 
plicable  to  taxable  years  beginning 
after  Dec.  31,  1963.  In  the  case  of 
lump-sum  distributions,  the  bill  ap¬ 
plies  to  sales  of  employer  stock  in 
taxable  years  beginning  after  Dec. 
31,  1963,  without  regard  to  when 
such  stock  was  distributed. 


Sec.  231.  Gain  from  dispositions 


Present  law 


(a)  With  respect  to  real  property 
(other  than  land)  used  in  a  trade  or 
business  or  held  for  the  production  of 
income,  a  taxpayer  may  take  deprecia¬ 
tion  with  respect  to  such  real  property 
either  on  a  straight  line  method,  a 
double  declining  balance  method,  sum 
of  the  years-digits  method  or  any  other 
consistent  method  which  does  not  dur¬ 
ing  the  1st  two-thirds  of  the  useful 
life  of  the  property  result  in  greater  de¬ 
preciation  than  under  the  double  de¬ 
clining  balance  method.  If  the 
property  subsequently  is  sold,  any  gain 
realized  on  the  difference  between  the 
sales  price  (adjusted  for  selling  ex¬ 
penses)  and  the  adjusted  basis  of  the 
property  is  generally  taxed  as  a  capital 
gaiD  if  there  is  a  gain,  or  as  an  ordinary 
loss  where  the  amount  realized  is  less 
than  the  adjusted  basis. 


Treasury  recommendations 


(a)  Proposes  that  depreciation 
with  respect  to  depreciable  real  prop¬ 
erty  acquired  after  Feb.  6,  1963,  be 
limited  to  an  amount  not  in  excess  of 
the  depreciation  which  is  allowed 
under  the  straightline  method  of 
depreciation. 


(b)  Would  provide  that  gain  on 
the  sale  of  real  property  (other  than 
land)  after  Dec.  31,  1963,  be  treated 
as  ordinary  income,  instead  of  capital 
gain,  to  the  extent  of  depreciation 
taken  for  taxable  years  beginning 
after  Dec.  31,  1962,  and  subsequent 
years  if  the  property  is  sold  within  6 
years  of  the  purchase  date.  In  the 
case  of  property  held  for  more  than 
6  years,  but  not  more  than  14)4  years 
after  date  of  purchase,  the  percentage 
of  gain  reflecting  the  depreciation 
which  would  be  treated  as  ordinary 
income  would  be  reduced  by  1  per¬ 
centage  point  for  each  month  the 
property  has  been  held  for  more  than 
6  years.  If  the  property  is  held 
longer  than  14)4  years,  no  portion  of 
any  gain  is  treated  as  ordinary 
income. 


H.R.  8363  as  passed  by  the 
House  of  Representatives 


(a)  Amends  present  law  to  provide 
that  when  depreciable  real  estate  is 
disposed  of  after  Dec.  31,  1963,  a 
proportion  of  any  gain  upon  the  sale 
of  the  property  is  to  be  treated  as 
ordinary  income;  that  is,  previous 
depreciation  deductions  against  ordi¬ 
nary  income  are  to  be  “recaptured” 
from  the  capital  gains  made.  The 
amount  to  be  recaptured  which  is  to 
be  treated  as  ordinary  income  is  a  cer¬ 
tain  percentage  of  what  is  called 
additional  depreciation  or  the 
amount  of  gain  on  the  sale  of  the 
property,  whichever  is  smaller.  The 
term  “additional  depreciation”  is  de¬ 
fined  as  that  part  of  the  depreciation 
deductions  which  exceeds  the  depre¬ 
ciation  deductions  allowable  under 
the  straightline  method. 

(b)  .Methods  of  recapture: 

(i)  If  real  property  is  held  1  year 
or  less,  then  all  of  the  depreciation 
taken  is  subject  to  recapture  (but  not 
more  than  the  amount  of  the  gain). 

(ii)  If  the  real  property  was  held 
more  than  1  year  but  less  than  21 
full  months,  there  is  recognized  as 
ordinary  income  100  percent  of  the 
smaller  of — 

(1)  the  “additional  deprecia¬ 
tion”;  or 

(2)  the  gain  on  the  transfer. 
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losses — Continued 


H.R.  8363  as  ordered  reported  by 
Senate  Committee  on  Finance 

H.R.  8363  as  passed  by  the 
Senate 

(h)  Short  sales:  Deletes  this  pro- 

(h)  Short  sales:  Deletes  this  pro- 

vision. 

vision. 

Losses:  Deletes  this  provision . 

Losses:  Deletes  this  provision _ 

Effective  date:  Deletes  this  pro- 

Effective  date:  Deletes  this  pro- 

vision. 

vision. 

H.R.  8363  as  agreed  to  by  the 
conferees 
(Public  Law) 


(h)  Short  sales:  Same  as  present 
law. 


Losses :  Same  as  present  law. 


Effective  date:  Same  as  present  law. 


of  certain  decpreciable  realty 


H.R.  8363  as  ordered  reported  by 
Senate  Committee  on  Finance 

H.R.  8363  as  passed  by  the 
Senate 

(a)  Same  as  House  provision. . 

(a)  Same  as  House  provision _ 

H.R.  8363  as  agreed  to  by  the 
conferees 
(Public  Law) 


(a)  Same  as  House  version. 


(b)  Methods  of  recapture:  Same  as 
House  provision. 


(b)  Methods  of  recapture:  Same 
as  House  provision. 


(b)  Methods  of  recapture:  Same  as 
House  version. 
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Sec.  231.  Gain  from  dispositions 


Present  law 

Treasury  recommendations 

H.R.  8363  as  passed  by  the  House 
of  Representatives 

(c)  Would  provide  rules  for  the 
recapture  of  deductions  for  the 
amortization  of  leaseholds^and  rental 
deductions. 

(iii)  If  the  real  property  is  held 
for  at  least  1  full  month  more  than  20 
full  months  but  less  than  10  years,  a 
percentage  of  the  gain  or  of  the  “ad¬ 
ditional  depreciation”  (whichever  is 
smaller)  is  taxed  as  ordinary  income. 
The  percentage  is  100  percent  minus 

1  percentage  point  for  each  full  month 
more  than  20  full  months  that  the 
property  was  held. 

(iv)  Substantial  improvements: 
In  determining  when  property  has 
been  acquired,  the  bill  defines  the 
term  “separate  improvement”  which 
is  to  be  treated  as  a  separate  element 
for  purposes  of  determining  the 
amount  to  be  treated  as  ordinary 
income  upon  the  sale  or  exchange  of 
real  property.  The  term  is  defined 
as  arising  only  where  the  cost  of  the 
improvements  over  a  3-year  period  is 
greater  than  the  largest  of  the  fol¬ 
lowing  3  amounts — 

(1)  25  percent  of  the  adjusted 
basis  of  the  property; 

(2)  10  percent  of  the  original 
cost  of  the  property  plus  the  cost  of 
any  improvements  made  prior  to 
those  being  considered  here  less  the 
cost  of  retired  components;  or 

(3)  $5,000. 

In  applying  this  test,  improvements 
in  any  one  of  the  3  years  involved 
are  to  be  omitted  entirely  if  they  do 
not  amount  to  at  least  $2,000,  or  1 
percent  of  the  original  cost  of  the 
property  plus  the  cost  of  any  im¬ 
provements  previously  made  (less 
the  cost  of  retired  components) 
whichever  is  greater. 

(v)  Except  as  listed  below,  this 
bill  applies  to  all  depreciable  real 
property  (other  than  sec.  1245  prop¬ 
erty)  including  leases  of  unimproved 
real  estate  with  regard  to  which 
depreciation  may  be  taken  and  ap¬ 
plies  to  all  sales,  exchanges,  and 
transfers  of  such  property  other  than 
those  excepted  hereafter: 

(1)  In  general,  gifts  are  com¬ 
pletely  excepted. 

(2)  Transfers  at  death  are 
excepted  completely  (unless  sec.  691 
applies) . 

(3)  Certain  tax-free  transfers 
in  which  the  transferee  takes  over  the 
transferor’s  basis,  except  to  the 
extent  that  gain  is  recognized. 
These  transfers  are  those  to  which 
sec.  332,  351,  361  371(a),  721,  or 
731  applies. 

(4)  Certain  amounts  are  ex¬ 
cepted  in  the  case  of  like-kind 
exchanges(undersec.l031)  or  involun¬ 
tary  conversions  (under  sec.  1033). 
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Present  law 

Treasury  recommendations 

H.R.  8363  as  passed  by  the 
House  of  Representatives 

(5)  Transactions  involving  the 
exchange  or  sale  of  property  in 
obedience  to  orders  of  the  Federal 
Communications  Commission  or  of 
the  Securities  and  Exchange  Com¬ 
mission. 

(6)  In  general,  an  exception 
is  provided  in  the  case  of  property 
distributed  by  a  partnership  in  a 
pro  rata  distribution  to  its  partners. 

(7)  A  disposition  of  a  princi¬ 
pal  residence  by  a  taxpayer  who 
meets  the  age  and  ownership  require¬ 
ments  of  sec.  121  - 

(vi)  Leasehold  improvements: 
Provides  that  in  the  case  of  lease¬ 
hold  improvements,  in  determining 
the  norm  for  purposes  of  specifying 
“additional  depreciation”  w  hich  may 
be  treated  as  ordinary  income,  peri¬ 
ods  for  which  a  lease  may  be  renewed, 
extended,  or  continued  under  an 
option  exercisable  by  the  lessee  are 
generally  to  be  taken  into  account. 
However,  the  renewal  periods  so 
taken  into  account  are  not  to  extend 
the  amortization  period  by  more 
than  %  of  the  initial  lease  period 
remaining  after  the  improvement 
was  made. 

Effective  date:  This  provision  is 
to  apply  with  respect  to  deprecia¬ 
tion  attributable  to  periods  after 
Dec.  31,  1963,  and  to  dispositions 
of  property  after  that  date. 

Sec.  232.  Income 


Present  law 

Treasury  recommendations 

H.R.  8363  as  passed  by  the 

House  of  Representatives 

(a)  Although  no  generally  available 
income-averaging  provision  is  provided, 
present  law  does  contain  6  specific 
averaging  provisions  which  are  as 
follows: 

(i)  Sec.  1301  relating  to  certain 
compensation  for  personal  services. 
In  this  case,  the  employment  involved 
must  have  covered  more  than  36 
months  and  80  percent  of  the  compen¬ 
sation  from  the  employment  must  be 
received  in  the  current  year. 

(ii)  Sec.  1302  relating  to  income 
from  inventions  or  artistic  works.  In 
this  case,  the  work  must  have  covered 
a  period  of  24  months  or  more  and  the 
income  received  with  respect  to  it  in 
the  current  year  must  have  amounted 
to  80  percent  or  more  of  the  income 
from  the  work  (taking  into  account  all 
prior  years  and  1  immediately  future 
year). 

(iii)  Sec.  1303  relating  to  certain 
income  from  back  pay.  In  this  case, 
the  amount  received  in  the  current  year 
must  exceed  15  percent  of  the  indi¬ 
vidual’s  income  for  that  year. 

(a)  As  a  substitute  for  the  existing 
averaging  provisions  (secs.  1301- 
1306),  would  provide  a  general  aver¬ 
aging  provision.  Under  the  pro¬ 
posed  provision,  once  the  amount  of 
income  to  be  averaged  is  determined, 
the  taxpayer  would  compute  a  tenta¬ 
tive  tax  on  %  of  this  amount  by 
including  it  in  the  current  year’s 
income.  The  tax  attributable  to  this 
would  then  be  multiplied  by  5  to 
determine  the  final  tax  on  the  aver- 
ageable  income. 

(a)  General  rule:  In  general,  this 
bill  deletes  the  present  law  averaging 
provisions  and  substitutes  in  lieu 
thereof  an  income-averaging  device 
which  is  available  to  individual  tax¬ 
payers  generally.  In  limited  cases, 
the  bill  permits  the  continuation  of 
the  application  of  certain  existing 
provisions.  In  effect,  the  bill  pro¬ 
vides  for  the  averaging  of  income 
over  a  5-year  period  where  the  in¬ 
come  in  the  current  year  exceeds  the 
average  of  the  4  prior  years  by  more 
than  %  and  that  excess  equals  at 
least  $3,000.  Once  the  taxpayer 
computes  what  is  called  the  averag- 
able  income  the  taxpayer  computes 
a  tentative  tax  on  %  of  the  amount 
of  the  averagable  income.  The  tax 
on  this  %  is  determined  by  adding 
this  income  on  top  of  1#  times  the 
average  income  received  in  the 
prior  4  years  plus  the  average  capital 
gains  income  in  the  same  4-year 
period.  The  tax  attributable  to  this 

K  is  then  multiplied  by  5  to  deter¬ 
mine  the  final  tax  on  this  income. 
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H.R.  8363  a s  ordered  reported  by 
Senate  Committee  on  Finance 

H.R.  8363  as  passed  by  the 
Senate 

H.R.  8363  as  agreed  to  by  the 
conferees 
(Public  Law) 

Effective  date:  Same  as  House  pro¬ 
vision. 

Effective  date :  Same  as  House  pro¬ 
vision. 

Effective  date:  Same  as  House 
version. 

averaging 


H.R.  8363  as  ordered  reported  by 
Senate  Committee  on  Finance 

H.R.  8363  as  passed  by  the 
Senate 

H.R.  8363  as  agreed  to  by  the 
conferees 
(Public  Law) 

(a)  Same  as  House  provision. 

(a)  Same  as  House  provision  ex¬ 
cept  as  as  noted  below. 

(a)  Same  as  House  version  except 
as  noted  below. 
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Treasury  recommendations 

H.R.  8363  as  passed  by  the  House 
of  Representatives 

(iv)  Sec.  1304  relating  to  compen¬ 
sation  for  damages  for  patent  infringe¬ 
ments.  In  this  case  no  specific  eligi¬ 
bility  rules  are  provided. 

(v)  Sec.  1305  relating  to  breach  of 
contract  damages.  In  this  case,  no 
specific  eligibility  rules  are  provided. 

(vi)  Sec.  1306  relating  to  damages 
for  injuries  under  the  antitrust  laws. 
In  this  case,  no  specific  eligibility  rules 
are  provided. 

(b)  In  the  case  of  the  averaging 
provisions  above,  the  income  tax  attrib¬ 
utable  to  the  special  type  of  income  is 
determined  by  spreading  the  income 
back  ratably  over  the  period  to  which 
the  income  relates,  except  in  the  case  of 
artistic  work  this  may  not  exceed  36 
months  and  in  the  case  of  the  invention 
may  not  exceed  5  years.  In  each  case, 
the  tax  is  imposed  as  of  the  current 
year,  although  determined  on  the  basis 
of  making  a  recomputation  for  the  back 
years  involved  at  the  rates  applicable 
for  those  years. 

(b)  Income  eligible  for  averaging: 

(i)  Only  income  in  the  current 
year  which  exceeds  by  more  than 
the  average  taxable  income  in  the  4 
prior  years  would  be  eligible  for 
averaging: 

(ii)  The  excess  amount  would  be 
eligible  only  if  it  exceeds  $3,000. 

(iii)  Capital  gains:  Net  long¬ 
term  capital  gains  would  be  excluded 
from  the  4  prior  years  and  the  current 
year  in  determining  the  amount  of 
income  which  would  be  averaged; 
however,  capital  gains  would  be 
taken  into  account  in  the  4  prior 
years  and  in  the  current  year  in  de¬ 
termining  whether  or  not  a  tax¬ 
payer  has  sufficient  income  to  be 
eligible  for  averaging. 

(iv)  Gifts,  bequests,  etc.:  In  de¬ 
termining  the  amount  of  income  with 
respect  to  which  the  averaging  treat¬ 
ment  would  be  available,  there  would 
be  excluded  any  income  (above  some 
de  minimis  amount)  which  is  attribu¬ 
table  to  property  acquired  by  gifts, 
bequest,  or  inheritance  during  the 
ourrent  year  and  the  4  prior  years. 

(b)  Definitions: 

(i)  Averageable  income: 

This  income  is  the  excess  of  the 
taxable  income  in  the  current  year  or 
the  computation  year — with  certain 
adjustments — over  1 %  times  the 
average  base  period  income. 

(ii)  Adjusted  taxable  income: 
This  income  is  the  taxable  income 
for  the  computation  year  decreased 
by— 

(1)  any  capital  gain  net  in¬ 
come  for  that  year; 

(2)  any  income  for  that  year 
attributable  to  gifts,  bequests,  de¬ 
vises,  or  inheritances  received  during 
that  year  or  any  of  the  4  prior  base 
period  years; 

(3)  any  excess  of  wagering 
gains  in  the  computation,  year,  over 
wagering  losses ;  and 

(4)  certain  amounts  of  in¬ 
come  to  which  penalties  apply  with 
respect  to  the  owner  employees  who 
are  self-employed  for  pension  plan 
purposes  (sec.  72(m)(5)). 

(iii)  Average  base  period  in¬ 
come:  This  income  is  the  average  of 
the  taxable  income  in  the  4  prior 
years  computed  for  each  year  with 
the  following  adjustments: 

(1)  capital  gains  net  income 
is  excluded; 

(2)  income  from  gifts,  be¬ 
quests,  devises,  or  inheritances  is 
excluded  where  taxable  income  in  the 
computation  year  was  decreased  by 
such  income;  and 

(3)  To  this  base  period  income 
must  be  added  back  any  income 
which  was  excluded  for  the  base 
period  years  on  the  grounds  that  it 
was  earned  in  a  foreign  country 
(sec.  911)  or  on  the  grounds  that  it 
was  income  from  sources  within  a 
possession  of  the  United  States. 

(c)  Priority  of  tax :  In  determining 
the  tax  which  is  attributable  to  the 
income  subject  to  averaging: 

(i)  the  1st  income  subject]  to 
tax  is  to  be  the  ordinary  income 
not  eligible  for  averaging; 

(ii)  the  income  subject  to  the 
next  higher  income  tax  rates  is  the 
capital  gain  net  income  of  the  com¬ 
putation  year  but  only  to  the  extent 
this  does  not  exceed  the  average 
base  period  capital  gains  net  income; 
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H.R.  8363  as  ordered  re 
Senate  Committee  on 


(b)  Definitions:  Same 
provision. 


ported  by 
Finance 


H.R.  8363  as  passed  by  the 
Senate 


H.R.  8363  as  agreed  to  by  the 
conferees 
(Public  Law) 


as  House 


(b)  Definitions:  Same  as  House 
provision  but  modifies  the  term 
“capital  gains  net  income”  so  as  to 
reflect  the  deletion  by  this  bill  of 
sec.  219  of  House  bill,  relating  to 
capital  gains  [SA  No.  169]. 


(b)  Definitions:  House  version 
modified  by  Senate  amendments. 

Same  as  Senate  version  [SA  No. 
No.  169-HR], 


t 


(c)  Priority  of  tax:  Same  as  House 
provision. 


(c)  Priority  of  tax:  Same  as  House 
provision. 


(c)  Priority  of  tax:  Same  as  House 
version. 
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H.R.  8363  as  passed  by  the  House 
of  Representatives 


(c)  Eligible  individuals :  In  general, 
the  proposed  averaging  treatment 
would  be  available  only  to  taxpayers 
who  are  a  part  of  the  work  force  and 
are  subject  to  U.S.  tax.  Thus,  this 
provision  would  not  be  available  in 
the  case  of  a  taxpayer  who  in  the 
current  year  or  any  of  the  4  prior 
taxable  years — 

(A)  had  not  attained  the  age  of 


(iii)  the  income  subject  to  the 
next  higher  income  tax  rates  is  the 
income  subject  to  averaging,  with 
respect  to  which  %  is  included,  the 
tax  then  computed  and  the  result 
multiplied  by  5 ; 

(iv)  the  income  subject  to  the 
next  higher  income  tax  rates  is  any 
remaining  capital  gains  income  in 
the  computation  year  in  excess  of 
the  average  base  period  capital  gains 
net  income,  income  from  wagering 
or  gifts,  bequests,  devises,  or  in¬ 
heritances. 

(d)  Eligible  individuals: 

To  be  eligible  for  the  averaging 
provisions: 

(i)  the  individual's  income 
must  have  been  subject  to  tax  by 
the  United  States  throughout  the 
entire  base  period  as  well  as  in  the 
computation  year; 


19; 

(B)  was  claimed  as  a  dependent 
by  another  taxpayer^ 

(C)  was  a  full-time  student; 

(D)  was  a  nonresident  alien;  or 


(E)  was  a  U.S.  citizen  who 
claimed  an  exclusion  for  income 
earned  abroad. 


(ii)  the  individual  must  not 
have  been  a  nonresident  alien  in  any 
of  the  4  base  period  years  or  in  the 
computation  year; 

(iii)  the  individual  must  be  a 
citizen  of  the  United  States  in  the 
computation  year; 

(iv)  the  individual  must  be 
claiming  no  exclusions  in  the  com¬ 
putation  year  for  income  earned 
abroad.  If  claimed  with  respect  to 
a  base  period  year,  this  income  must 
be  added  back  to  his  base  period 
income ; 


(v)  the  individual  in  general 
must  have  been  a  member  of  the 
labor  force  in  both  the  computation 
year  and  in  the  4  base  period  years. 
In  this  case,  the  individual  and  his 
spouse  must  have  furnished  H  or 
more  of  their  support  in  each  of  the 
base  period  years.  Exceptions  to 
the  general  rule: 

(1)  Individuals  generally 
are  eligible  for  averaging  if  they  are 
25  years  old  and  it  would  have  been 
at  least  4  years  since  the  individual 
attained  age  21  in  which  he  was  not 
a  full-time  student.  Thus,  individ¬ 
uals  age  25  or  over  will  be  eligible 
for  averaging  so  long  as  they  have 
been  out  of  school  for  at  least  4  years 
since  age  21. 

(2)  individuals  who  al¬ 
though  not  self-supporting  in  the 
4  base  period  years  are  nevertheless 
eligible  for  averaging  if  they  have 
income  in  the  current  year  more  than 
Yi  of  which  is  attributable  in  sub¬ 
stantial  part  to  work  they  did  in  2  or 
more  of  the  base  period  years. 
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H.R.  8363  as  ordered  reported  by 
Senate  Committee  on  Finance 

H.R.  8363  as  passed  by  the 
Senate 

(d)  Eligible  individuals:  Same  as 
House  provision. 

(d)  Eligible  individuals:  Same  as 
House  provision. 

H.R.  8363  a s  agreed  to  by  the 
conferees 
(Public  Law) 


(d)  Eligible  individuals:  Same  as 
House  version. 
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(d)  Separate  and  joint  returns: 
Where  because  of  marriage,  divorce, 
separation,  or  death  of  a  taxpayer 
in  the  current  year,  the  taxpayer  in 
that  year  would  not  have  the  same 
status  as  in  the  4  prior  years,  the  in¬ 
come  in  the  4  prior  years  would  be 
adjusted  to  reflect  the  tax  situation 
of  the  taxpayer  which  exists  in  the 
current  year. 


H.R.  8363  as  passed  by  the 
House  of  Representatives 


(3)  an  individual  who  is 
not  self-supporting  in  the  base  period 
and  who  makes  a  joint  return  with 
his  spouse  is  also  eligible  for  averag¬ 
ing  if  not  more  than  25  percent  of 
the  total  adjusted  gross  income  of 
the  couple  in  the  computation  year 
is  attributable  to  the  individual  in 
question. 

(e)  Special  rules  with  respect  to 
marital  status:  Special  rules  are 
provided  for  reconstructing  the  in¬ 
come  of  a  husband  and  wife  where 
they  either  filed  separately  (or  were 
married  to  other  spouses)  in  the  base 
period  years  or  are  filing  separately 
in  the  computation  year.  In  de¬ 
termining  base  period  income  for 
purposes  of  this  provision,  com¬ 
munity  property  laws  are  not  to  be 
taken  into  account  in  the  case  of 
earned  income. 

(f)  Continuation  of  existing  law: 
Permits  a  taxpayer  to  elect  to  apply 
the  provision  of  present  law  (sec. 
1301)  where  the  taxpayer  receives 
or  accrues  compensation  for  employ¬ 
ment  which  began  before  Feb.  6, 
1963.  If  this  election  is  made,  the 
taxpayer  must  forego  for  that  year 
the  averaging  provisions  of  this 
section. 


(e)  Carry-forwards  and  carrybacks 
of  losses:  The  averaging  treatment 
proposed  in  the  case  of  carry-for¬ 
wards  of  net  operating  losses  would 
be  applied  after  the  application  of 
these  losses  to  all  of  the  appropriate 
years.  In  the  case  of  carrybacks  of 
net  operating  losses,  subsequent 
adjustments  would  be  taken  into 
account  where  such  losses  affect  the 
actual  year  of  computation  but  would 
not  be  taken  into  account  where 
they  affect  merely  some  of  the  4 
prior  years. 

(f)  Other  special  situations:  Ad¬ 
justments  to  the  proposed  averaging 
provision  would  possibly  be  necessary 
in  the  case  of  certain  special  situa¬ 
tions  such  as  in  the  case  of  lump-sum 
pensions  and  profit-sharing  plan  dis¬ 
tributions. 

Effective  date:  The  amendments 
made  by  this  provision  would  apply 
to  taxable  years  beginning  after  Dec. 
31,  1963. 


Effective  date:  Taxpayers  would 
be  permitted  to  elect  to  apply  the 
averaging  provision  with  respect  to 
taxable  years  beginning  after  Dec. 
31,  1963.  The  4  prior  years  may  be 
years  occurring  before  that  time. 


82 


4360 


averaging — Continued 


H.R.  8363  as  ordered  reported  by 
Senate  Committee  on  Finance 


H.R.  8363  as  passed  by  the 
Senate 


(e)  Special  rules  with  respect  to 
marital  status:  Same  as  House  pro¬ 
vision. 


(f)  Continuation  of  existing  law: 
Same  as  House  provision. 


Effective  date:  Same  as  House 
provision. 


(e)  Special  rules  with  respect  to 
marital  status:  Same  as  House  pro¬ 
vision. 


(f)  Continuation  of  existing  law: 
Same  as  House  provision. 


Provides  that  taxpayers  who  elect 
averaging  may  use  the  standard  de¬ 
duction  without  regard  to  the  limita¬ 
tions  in  sec.  144  of  the  code  [SA 
No.  171]. 


Effective  date:  Same  as  House 
provision. 


H.R.  8363’as  agreed  to  by  the 
conferees 
(Public  Law) 


(e)  Special  rules  with  respect  to 
marital  status:  Same  as  House  ver¬ 
sion. 


(f)  Continuation  of  existing  law: 
Same  as  House  version. 


Same  as  Senate  version  [SA  No. 
171— HR]. 


Effective  date:  Same  as  House 
version. 
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Sec.  234.  Repeal  of  additional  2-percent  tax 


Present  law 

Treasury  recommendations 

H.R.  8363  as  passed  by  the 

House  of  Representatives 

(a)  Where  an  election  to  file  a  con¬ 
solidated  return  is  made,  a  special  tax 
is  levied  of  2  percent  of  the  consoli¬ 
dated  taxable  income  of  a  group. 

(a)  Would  eliminate  the  2-percent 
tax  on  consolidated  returns. 

Effective  date:  This  provision 
would  apply  to  taxable  years  begin¬ 
ning  after  Dec.  31,  1963. 

(a)  Repeals  the  2-percent  penalty 
tax  in  cases  where  consolidated  re¬ 
turns  are  filed. 

Effective  date:  This  provision  ap¬ 
plies  to  taxable  years  beginning  after 
Dec.  31,  1963. 

Sec.  235.  Reduction  of  surtax  exemption 


Present  law 


(a)  In  general:  Corporations  are 
taxed  at  a  30-percent  rate  on  the  1st 
$25,000  of  taxable  income  and  at  a  52- 
percent  rate  on  all  income  in  excess  of 
$25,000.  Thus,  corporations  are  ex¬ 
exempt  from  the  22-percent  surtax  on 
the  1st  $25,000  of  taxable  income. 


Treasury  recommendations 


(a)  In  general:  Proposes  that  in 
the  case  of  common  ownership  of 
related  corporations,  only  1  $25,000 
surtax  exemption  be  granted  to  the 
related  corporations  to  be  divided 
equally  among  the  related  corpora¬ 
tions  unless  they  elect  to  apportion 
the  exemption  in  some  other  man¬ 
ner.  Would  also  provide  similar 
rules  with  respect  to  the  $100,000 
accumulated  earnings  tax  credit  and 
the  1st  $100,000  of  estimated  tax 
liability  not  subject  to  accelerated 
payment. 


(i)  Common  ownership: 

(1)  Parent-subsidiary  corpora¬ 
tions:  In  this  group,  a  parent  cor¬ 
poration  owns  at  least  80  percent  of 
the  total  combined  voting  power  of 
all  classes  of  stock  entitled  to  vote  or 
at  least  80  percent  of  the  total  value 
of  stock  of  1  or  more  subsidiary  cor¬ 
porations.  This  group  also  includes 
corporations  below  the  lst-tier  sub¬ 
sidiary  level  which  are  80-percent 
owned  by  the  other  corporations  in 
the  group. 

(2)  Commonly  controlled  cor¬ 
porations  :  A  commonly  controlled 
subsidiary  corporation  would  include 
a  corporation,  80  percent  of  whose 
stock  is  owned  by  not  more  than  5 
corporations. 


H.R.  8363  as  passed  by  the 
House  of  Representatives 


(a)  In  general:  Provides  that  if  a 
controlled  group  exists,  3  basic  alter¬ 
natives  are  available  to  corporations 
which  are  members  of  the  group: 

(1)  The  corporations  in  the  group 
may  forgo  the  use  of  multiple  surtax 
exemptions;  i.e.,  they  each  file  sepa¬ 
rate  income  tax  returns  and  allocate 
I  $25,000  surtax  exemptions  among 
the  members  of  the  group. 

(2)  Corporations  in  the  group 
may  elect  to  pay  a  6-percent  penalty 
tax  on  the  1st  $25,000  of  each  cor¬ 
poration’s  taxable  income,  in  which 
case  each  member  of  the  group  may 
claim  a  separate  $25,000  surtax 
exemption. 

(3)  A  controlled  group  which 
also  qualifies  as  an  affiliated  group 
may  file  a  consolidated  income  tax  re¬ 
turn,  in  which  case  only  1  $25,000 
surtax  exemption  is  available.  No 
change  made  in  existing  law  with 
respect  to  intercorporate  dividends 
among  members  of  a  controlled 
group. 

(i)  Controlled  group: 

(1)  Parent-subsidiary  group: 
Same  as  Treasury  recommendations. 


(2)  Commonly  controlled 
corporations:  No  change  made  in 
existing  law. 
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for  corporations  filing  consolidated  returns 


H.R.  8363  as  ordered  reported  by 
Senate  Committee  on  Finance 

H.R.  8363  as  passed  by  the 
Senate 

H.R.  8363  as  agreed  to  by  the 
conferees 
(Public  Law) 

Same  as  House  provision. 

Same  as  House  provision. 

Same  as  House  version. 

in  case  of  certain  controlled  corporations,  etc. 

H.R.  8363  as  ordered  reported  by 
Senate  Committee  on  Finance 

H.R.  8363  as  passed  by  the 
Senate 

H.R.  8363  as  agreed  to  by  the 
conferees 
(Public  Law) 

Same  as  House  provision  except  for 
minor  technical  changes  [SA  No. 
180,  182,  186,  and  189], 

Same  as  reported  by  Finance 
Committee. 

Same  as  House  version  except 
for  minor  technical  changes  [SA  No. 
180,  182,  186,  and  189—  HR], 

85 


4363 


Sec.  235.  Reduction  of  surtax  exemption 


Present  law 


Treasury  recommendations 


(3)  Brother-sister  corpora¬ 
tions:  This  group  would  include  any 
group  of  2  or  more  corporations  if  at 
least  80  percent  of  the  value  or  voting 
power  of  the  stock  of  each  is  owned 
by  not  more  than  5  individuals.  Each 
must  own  5  percent  or  more  of  the 
value  or  voting  power  of  the  stock  of 
1  corporation  and  each  of  the  5  or 
fewer  individuals  must  own  substan¬ 
tially  the  same  proportion  of  the  vot¬ 
ing  power  or  value  of  the  stock  of 
each  corporation. 


H.R.  8363  as  passed  by  the 
House  of  Representatives 


(3)  Brother-sister  corpora¬ 
tions:  This  group  exists  where  a 
single  individual,  trust,  or  estate 
owns  at  least  80  percent  of  the  total 
combined  voting  power  of  all  classes 
of  stock  entitled  to  vote,  or  at  least 
80  percent  of  the  total  value  of  all 
classes  of  stock  of  each  of  2  or  more 
corporations. 

Stock  of  the  corporation  is  con¬ 
sidered  not  to  include  non  voting  pre¬ 
ferred  stock,  treasury  stock,  and 
“excluded  stock”  owned  by  certain 
individuals  and  trusts. 

(ii)  Corporations  not  included 
in  controlled  group:  Component 
member  of  a  controlled  group  does 
not  include — 


(ii)  Attribution  rules:  An  indi¬ 
vidual  will  be  deemed  to  construc¬ 
tively  own  stock  owned  by — 

(1)  his  spouse, 

(2)  his  minor  children  and 
minor  grandchildren  (under  21 
years), 

(3)  his  adult  children  and 
grandchildren  and  parents  and 
grandparents  but  only  if  the  indi¬ 
vidual  owns  more  than  50  percent  of 
the  stock  in  the  corporation  the 
adult  children  have  an  interest  in. 

If  the  individual  is  a  minor  child, 
he  is  deemed  to  own  stock  held  by 
his  parents  or  grandparents. 

Stock  would  be  attributable  to 
another  member  of  the  family  only 
once. 

Stock  held  under  an  option  by  an 
individual  would  also  be  attributed 
to  him. 


(1)  exempt  organizations 
which  do  not  have  unrelated  busi¬ 
ness  income; 

(2)  foreign  corporations  not 
engaged  in  trade  or  business  in  the 
United  States; 

(3)  certain  franchised  sub¬ 
sidiary  corporations;  and 

(4)  in  some  cases,  certain 
life  insurance  and  mutual  insurance 
companies. 

(iii)  Attribution  rules: 

(1)  an  individual  is  con¬ 
sidered  to  own  stock  owned  by  his 
spouse  except  if — 

(A)  the  individual  does 
not  directly  own  stock  in  the  cor¬ 
poration  in  which  his  spouse  owns 
stock; 

(B)  the  individual  is  not 
a  director  or  employee  of  such  corpo¬ 
ration  and  does  not  take  part  in  the 
management  of  such  corporation; 

(C)  not  more  than  50 
percent  of  the  gross  income  of  the 
corporation  is  derived  from  rents, 
royalties,  dividends,  interest,  and 
annuities;  and 

(D)  the  stock  or  the 
corporation  owned  by  the  spouse  is 
not  at  any  time  during  the  taxable 
year  subject  to  conditions  which 
substantially  restrict  or  limit  the 
spouse’s  right  to  dispose  of  such 
stock  if  such  right  runs  in  favor  of 
the  individual  or  his  children  who 
have  not  attained  age  21  years. 

(2)  an  individual  is  con¬ 

sidered  to  own  stock  owned  by  his 
children  who  have  not  attained  age 
21. 

(3)  an  individual  is  con¬ 

sidered  to  own  the  stock  owned  by 
his  children  who  have  attained  age 
21  and  grandchildren  only  if  such 

individual  owns  directly  or  in¬ 

directly  more  than  50  percent  of  the 
value  or  voting  power  of  the  stock 
in  the  corporation. 
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in  case  of  certain  controlled  corporations,  etc. — Continued 


H.R.  8363  as  ordered  reported  by  H.R.  8363  as  passed  by  the 

Senate  Committee  on  Finance  Senate 


H.R.  8363  as  agreed  to  by  the 
conferees 
(Public  Law) 


87 


4365 


Sec.  235.  Reduction  of  surtax  exemption 


Present  law 


Treasury  recommendations 


H.R.  8363  as  passed  by  the 
House  of  Representatives 


(iii)  Transition  rule:  The  mul¬ 
tiple  surtax  exemptions  would  be 
eliminated  by  gradually  reducing  the 
amount  of  extra  surtax  exemptions  to 
zero  in  1967,  the  5th  year  of  the  tran¬ 
sition.  Similar  transition  rules 
would  apply  in  the  case  of  the  accu¬ 
mulated  earnings  tax  credit  and  the 
exemption  from  estimated  tax. 


(4)  there  is  no  attribution 
between  brothers  and  sisters. 

(5)  limited  attribution  rules 
are  provided  in  cases  involving 
stock  held  by  trusts,  estates,  partner¬ 
ships,  and  corporations  in  which  the 
individual  has  an  interest. 

(iv)  Election:  All  component 
members  of  the  group  must  join  in 
the  election  to  obtain  a  multiple  sur¬ 
tax  exemption  and  such  election  must 
be  made  within  3  years  after  the 
close  of  a  taxable  year.  Once  made, 
an  election  may  be  terminated  by — 
(1)  consent  of  the  mem¬ 
bers; 


(2)  refusal  of  a  new  mem¬ 
ber  of  the  controlled  group  to  con¬ 
sent; 


(3)  filing  of  a  consolidated 
return  by  any  component  member  of 
the  group ; or 

(4)  termination  of  the 


(b)  Sec.  1551.  If  a  corporation  trans¬ 
fers  all  or  part  of  its  property  (other 
than  money)  to  a  corporation  which  was 
created  for  the  purpose  of  acquiring 
such  property,  or  was  not  actively  en¬ 
gaged  in  business  at  the  time  of  the 
acquisitions,  the  transferee  corporation 
is  not  permitted  the  $25,000  surtax  ex¬ 
emption  or  the  $100,000  accumulated 
earnings  credit  if  after  the  transfer  the 
transferor  or  its  shareholders,  or  both, 
are  in  control  of  the  transferee,  unless 
the  transferee  establishes  by  the  clear 
preponderance  of  the  evidence  that  the 
securing  of  the  surtax  exemption  or  the 
accumulated  earnings  credit  was  not  a 
major  purpose  of  the  transfer.  This 
section  applies  only  to  direct  transfers 
of  property  other  than  money  and  only 
to  transfers  from  one  corporation  to 
another  corporation. 


oup. 

an  election  is  terminated,  the 
group  may  not  again  elect  multiple 
exemptions  until  the  expiration  of  5 
years. 

(v)  Amendments  to  sec. 

1551: 

(1)  Amends  existing  sec. 
1551  to  also  apply  to  indirect  trans¬ 
fers  of  property  other  than  money,  as 
well  as  direct  transfers. 

(2)  Extends  the  applica¬ 
tion  of  sec.  1551  to  transfers  of  prop¬ 
erty  (other  than  money)  by  an  indi¬ 
vidual  to  a  corporation  which  he  and 
not  more  than  4  other  individuals 
control. 


Effective  date:  The  multiple  sur¬ 
tax  exemption,  accumulated  earnings 
credit,  and  exemption  from  estimated 
tax  proposals  would  apply  to  taxable 
years  beginning  after  Dec.  31,  1963. 


Effective  date:  This  provision  ap¬ 
plies  to  taxable  years  ending  after 
Dec.  31,  1963,  and  in  the  case  of 
fiscal  years  beginning  in  1963  and 
ending  in  1964,  proration  is  required. 
The  amendments  relating  to  trans¬ 
fers  to  controlled  corporations  apply 
to  transfers  made  after  June  12, 1963. 


88 


4366 


in  case  of  certain  controlled  corporations,  etc. — Continued 


H.R.  8363  as  ordered  reported  by 
Senate  Committee  on  Finance 


Effective  date:  Same  as  House 
provision. 


H.R.  8363  as  passed  by  the 
Senate 


Effective  date: 
provision. 


Same  as  House 


H.R.  8363  as  agreed  to  by  the 
conferees 
(Public  Law) 


Effective  date :  Same  as  House 
version. 
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Sec.  301.  Optional  tax  if  adjusted 


Present  law 

Treasury  recommendations 

H.R.  8363  as  passed  by  the 

House  of  Representatives 

Under  sec.  3  of  the  code,  in  general, 
there  is  imposed  on  the  taxable  income 
of  each  individual  whose  adjusted  gross 
income  is  less  than  $5,000,  and  who  has 
elected  to  pay  the  tax  imposed  by  that 
section,  the  tax  shown  in  the  table  set 
out  in  sec.  3. 

Sec.  4  of  the  code  sets  forth  rules  to 
be  used  in  applying  the  optional  tax 
tables  and  sec.  6014  of  the  code  relates 
to  the  computation  of  the  tax  where 
the  tax  is  not  computed  by  the  tax¬ 
payer. 

The  bill  makes  certain  changes  to 
secs.  3  and  4  of  the  code  but,  in 
general,  retains  the  substantive  rules 
contained  in  those  sections.  Sec. 
6014  is  amended  to  provide  that  a 
taxpayer  who  elects  under  that  sec¬ 
tion  not  to  compute  his  tax  will  not 
be  entitled  to  have  his  tax  deter¬ 
mined  with  regard  to  the  minimum 
standard  deduction.  Other  tech¬ 

nical  amendments  are  also  made. 

Effective  date:  In  general,  the 
amendments  are  to  apply  to  taxable 
years  beginning  after  Dec.  31,  1963. 

Sec.  302.  Income  tax 


Present  law 

Treasury  recommendations 

H.R.  8363  as  passed  by  the 

House  of  Representatives 

Provides  a  withholding  tax  rate  of  18 
percent. 

Withholding  tax  rate  of  18  percent 
would  be  reduced  to  15.5  percent 
for  payments  on  or  after  July  1, 
1963,  and  further  reduced  to  13.5 
percent  as  of  July  1, 1964. 

Withholding  tax  rate  of  18  percent 
would  be  reduced  to  15  percent  for 
calendar  year  1964  and  to  14  per¬ 
cent  for  1965  and  subsequent  years. 
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gross  income  is  less  than  $5,000 


H.R.  8363  as  ordered  reported  by 
Senate  Committee  on  Finance 

H.R.  8363  as  passed  by  the 
Senate 

H.R.  8363  as  agreed  to  by 
conferees 
(Public  Law) 

Same  as  House  provision. 

Same  as  House  provision. 

Same  as  House  version. 

Effective  date:  Same  as  House  pro¬ 
vision. 

Effective  date:  Same  as  House 
provision. 

Effective  date:  Same  as  House 
version. 

collected  at  source 


H.R.  8363  as  ordered  reported  by 
Senate  Committee  on  Finance 

H.R.  8363  as  passed  by  the 
Senate 

H.R.  8363  as  agreed  to  by  the 
Conferees 
(Public  Law) 

Provides  for  withholding  at  a  rate 
of  14  percent  in  1964  (rather  than  at  a 
rate  of  15  percent  for  1964  and  14  per¬ 
cent  for  1965  and  thereafter)  [SA  No. 
204]. . 

Provides  that  the  new  withholding 
rate  of  14  percent  is  to  apply  with 
respect  to  amounts  paid  after  the  7th 
day  following  the  date  of  enactment  of 
this  act  [SA  No.  208]. 

Same  as  reported  by  Finance  Com¬ 
mittee. 

Same  as  Finance  Committee  version 
[SA  No.  204— HR]. 

Same  as  Finance  Committee  version 
[SA  No.  208— HR]. 
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PART 


Sec.  202.  limitation 


Present  law 

Treasury  recommendations 

H.R.  8363  as  passed  by  the 

House  of  Represen tativee 

Retirement  income:  In  general,  the 
maximum  income  on  which  a  credit 
may  be  based  is  $1,524.  The  amount  of 
income  upon  which  the  credit  is  based  is 
to  be  reduced  for  any  tax-exempt  social 
security,  railroad  retirement,  or  other 
similar  income  received  by  the  indi¬ 
vidual  and  also  for  part  or  all  of  earned 
income  in  excess  of  $1,200  per  year 
($900  if  the  taxpayer  is  under  age  62;  no 
reduction  if  he  is  age  72  or  over)  re¬ 
ceived  by  the  individual.  The  retire¬ 
ment  income  credit  provision  provides 
that  an  individual  to  be  eligible  for  the 
retirement  income  credit  must  have  had 
10  years  of  prior  earning  experience,  in 
each  year  of  which  he  earned  in  excess 
of  $600.  For  this  requirement,  a 
widow  or  a  widower  may  use  the  earn¬ 
ings  experience  of  the  deceased  spouse; 
however,  that  credit  contains  no  supple¬ 
mental  payment  with  respect  to  a 
spouse  where  that  individual  does  not 
have  the  requisite  prior  10  years’  earn¬ 
ing  experience. 

Would  substitute  a  $300  tax  credit 
for  taxpayers  age  65  or  over  for  the 
present  $600  additional  exemption 
and  the  present  retirement  income 
credit. 

Makes  no  change  in  existing  law. 
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n 

on  retirement  income 


H.R.  8363  as  ordered  reported  by 
Senate  Committee  on  Finance 


H.R.  8363  as  passed  by  the 
Senate 


H.R.  8363  as  agreed  to  by  the 
conferees 
(Public  Law) 


In  general,  provides  that  where  the 
husband  and  wife  have  both  attained 
the  age  of  65  before  the  close  of  the 
year  and  file  a  joint  return,  the  maxi¬ 
mum  income  on  which  the  credit  may 
be  based  is  to  be  increased  above  the 
present  ceiling  of  $1,524  by  $762,  or 
one-half  of  the  present  maximum. 

Where  only  1  spouse  has  the 
requisite  10  years’  experience  his  base 
for  the  retirement  income  credit  would 
be  increased  by  $762  less  the  amount 
of  any  social  security,  railroad  retire¬ 
ment,  or  other  tax-exempt  pension  in¬ 
come  received  by  his  spouse  and  also 
by  her  earned  income  in  excess  of 
$1,200  (on  a  50-percent  basis  with 
respect  to  income  between  $1,200  and 
$1,700)  assuming  she  has  not  reached 
the  age  of  72. 

If  both  husband  and  wife  have  the 
requisite  10  years’  prior  earning  ex¬ 
perience  and  if  the  sum  of  the  retire¬ 
ment  income,  other  tax-exempt  pen¬ 
sion  income  and  excess  earned  in¬ 
come  of  one  of  them  is  less  than  $762, 
the  maximum  of  $1,524  with  respect 
to  the  other  spouse  is  increased  by  the 
difference  between  such  sum  and  $762. 

Effective  date:  The  increase  in  the 
retirement  income  credit  applies  to 
taxable  years  beginning  after  Dec.  31, 
1963  [SA  No.  8]. 


Same  as  reported  by  Finance 
Committee. 


Finance  Committee  version  with 
an  amendment  which  provides  that 
a  husband  and  wife  who  make  a 
joint  return  for  the  taxable  year 
and  both  of  whom  have  attained 
age  65  before  the  close  of  the  taxable 
year  may  elect,  in  general,  to  com¬ 
bine  their  retirement  income,  in 
which  case  the  amount  of  combined 
retirement  income  of  both  spouses  is 
not  to  exceed  $2,286  less  (as  to  both 
spouses)  amounts  received  as  pen¬ 
sions  and  annuities  (including  social 
security  and  railroad  retirement  bene¬ 
fits;  and,  if  the  individual  has  not 
attained  the  age  of  72,  the  adjust¬ 
ments  for  earned  income  received  in 
the  taxable  year  [SA  No.  8 — HR 
with  an  amendment]. 
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Sec.  210.  Losses  arising  from  expropriation  of 


Present  law 


Treasury  recommendations 


H.R.  8363  as  passed  by  the 
House  of  Representatives 


General  rule:  In  general,  a  net  oper¬ 
ating  loss  may  be  carried  back  to  each 
of  3  prior  years  and  then  to  the  extent  of 
any  loss  still  not  offset  against  income, 
the  balance  may  be  carried  forward  to 
the  5  succeeding  years,  thus  providing 
for  an  8-year  spreading  period. 

Exceptions  to  the  general  rule:  (1) 
Trade  Expansion  Act  of  1962.  Losses 
certified  as  arising  with  respect  to  this 
act  are  provided  a  5-year  carryback  and 
a  5-year  carryforward.  (2)  Regulat¬ 
ed  transportation  companies.  Losses 
in  these  cases  are  provided  a  3-year 
carryback  and  a  7-year  carryforward. 


Makes  no  change  in  existing  law. 


Deduction  for 


Present  law 

Treasury  recommendations 

H.R.  8363  as  passed  by  the 
House  of  Representatives 

No  deduction  or  credit  has  been 

Makes  no  change  in  existing  law. 

allowed  for  political  contributions  of 
any  type. 
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property  by  governments  of  foreign  countries 


H.R.  8363  as  ordered  reported  by 
Senate  Committee  on  Finance 

H.R.  8363  as  passed  by  the 
Senate 

H.R.  8363  as  agreed  to  by  the 
conferees 
(Public  Law) 

General:  Allows  a  taxpayer  to  carry¬ 
forward  for  10  years  (with  no  carry¬ 
back)  expropriation  losses  arising  in 
taxable  years  ending  after  Dec.  31, 
1958,  if  such  expropriation  losses  rep¬ 
resent  at  least  50  percent  of  the  total 
net  operating  loss  for  a  year.  Ex¬ 
propriation  losses  are  those  arising 
from  expropriation  by  foreign  govern¬ 
ments  or  their  subdivisions. 

Election:  The  taxpayer  must  elect 
this  10-year  carryforward  on  or  before 
the  time  specified  by  regulations  to  be 
prescribed.  In  the  case  of  past 
years — namely,  the  years  1959  through 
1963 — taxpayers  will  have  until  Dec. 
31,  1965,  to  make  the  election.  In 
those  cases,  the  statute  of  limitations 
will  be  open  for  deficiencies  or  refunds 
with  respect  to  any  years  affected  by 
the  change  and  ending  before  1964. 

A  new  election  will  also  be  provided 
with  respect  to  the  foreign  taxes  for 
that  period. 

Types  of  losses:  Losses  involved  are 
trade  or  business,  or  production  of  in¬ 
come,  losses  which  are  sustained  by 
reason  of  the  expropriation,  interven¬ 
tion,  seizure,  or  similar  taking  of  prop¬ 
erty  by  the  government  of  any  foreign 
country,  any  political  subdivision 
thereof,  or  agency  or  instrumentality 
of  the  foregoing. 

Treatment:  The  regular  net  oper¬ 
ating  loss  for  a  year  will  be  carried 
back  and  used  to  the  extent  of  the  in¬ 
come  in  the  3  prior  years.  The  re¬ 
maining  regular  net  operating  loss  will 
be  carried  forward  to  the  next  year  and 
used  first.  An  expropriation  loss  for 
a  year  will  be  used  in  that  year  only 
after  the  regular  net  operating  loss  is 
fully  applied  in  the  first  carryforward 
year. 

Effective  date:  Applies  with  respect 
to  foreign  expropriation  losses  arising 
in  taxable  years  ending  after  Dec.  31, 
1958  [SA  No.  43]. 

Same  as  reported  by  Finance 
Committee,  but  modified  to  provide 
that  for  purposes  of  this  provision, 
a  debt  which  becomes  worthless 
shall  be  treated  as  a  loss,  to  the 
extent  of  any  deduction  allowed 
under  section  166(a)  relating  to  bad 
debts. 

Same  as  Senate  version  [SA  No. 
43 — HR  with  an  amendment]. 

political  contributions 


H.R.  8363  as  ordered  reported  by 
Senate  Committee  on  Finance 

H.R.  8363  as  passed  by  the 
Senate 

H.R.  8363  as  agreed  to  by  the 
conferees 
(Public  Law) 

In  the  case  of  individuals,  allows  a 

Same  as  reported  by  Finance 

Same  as  House  version;  i.e.,  makes 
no  change  in  existing  law  [SA  No. 
53— SR]. 

tax  deduction  for  political  contributions 
not  to  exceed  $50  in  the  case  of  a  sepa¬ 
rate  return  or  $100  in  the  case  of  a  joint 
return.  These  are  aggregate  limita¬ 
tions  covering  all  political  contri¬ 
butions  each  year.  To  be  deduct¬ 
ible,  the  contribution  or  gift  must  be 
to  a  “political  candidate”  or  “political 
committee.” 

Effective  date:  Applies  to  contribu¬ 
tions  or  gifts  made  after  date  of  en¬ 
actment  [SA  No.  53]. 

Committee. 
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6U4-108 — 66 — pt.  4 


Sec.  214.  100-percent  dividends-received 


Present  law 

Treasury  recommendations 

H.R.  8363  as  passed  by  the 
House  of  Representatives 

Intercorporate  dividends  among 
parent-6ubsidiary  related  corporations 
are  eligible  for  an  85-percent  dividends- 
received  deduction. 

Intercorporate  dividends  among 
parent-subsidiary  related  corpora¬ 
tions  would  be  eligible  for  a  100- 
percent  dividends-received  deduc¬ 
tion. 

Makes  no  change  in  existing  law. 
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deduction  for  members  of  electing  affiliated  groups 


H.R.  8363  as  ordered  reported  by 
Senate  Committee  on  Finance 


General  rule:  A  100-percent  divi- 
dends-received  deduction  is  allowed 
when  qualifying  dividends  are  paid  by 
a  domestic  corporation. 

Dividends  eligible:  To  be  eligible 
for  the  100-percent  deduction  (1)  the 
receiving  and  distributing  corpora¬ 
tions  must  be  members  of  the  same 
affiliated  group  at  the  time  of  distri¬ 
bution;  (2)  the  dividends  must  be 
distributed  out  of  earnings  and  profits 
of  certain  qualifying  years  ending  after 
Dec.  31,  1963;  (3)  the  distributing  and 
receiving  corporations  must  be  mem¬ 
bers  of  the  group  which  has  elected  to 
qualify  for  the  100-percent  deduction. 

Affiliated  group:  This  term  is  de¬ 
fined  in  the  same  manner  as  an  affili¬ 
ated  group  for  purposes  of  the  require¬ 
ment  for  filing  a  consolidated  return 
with  certain  exceptions  as  noted  below. 

Election:  The  election  must  be 
made  by  the  parent  corporation  and 
consented  to  by  each  of  the  subsidiary 
corporations.  In  addition  (1)  the 
election  is  effective  for  the  taxable 
year  of  the  subsidiary  which  includes 
the  last  day  of  the  year  of  the  parent 
with  respect  to  which  the  election  was 
initially  made;  (2)  the  election  applies 
automatically  for  each  succeeding  year 
unless  the  election  is  specifically  termi¬ 
nated;  (3)  special  rules  are  provided 
with  respect  to  fiscal  years  beginning 
in  1963  and  ending  in  1964;  (4)  the 
election  may  be  terminated  if  each 
member  of  the  group  consents  to  the 
termination  or  it  may  be  terminated 
if  a  new  member  is  added  and  such 
member  does  not  consent  to  the  elec¬ 
tion. 

Limitations:  If  the  election  is  made, 
the  following  treatment  applies:  (1) 
Only  1  surtax  exemption  may  be 
received  by  the  group;  (2)  all  mem¬ 
bers  of  the  group  must  make  the  same 
election  with  respect  to  foreign  taxes; 
(3)  only  one  $100,000  minimum  ac¬ 
cumulated  earnings  credit  is  available 
to  the  group;  (4)  only  one  $100,000 
exclusion  from  the  estimated  tax 
liability  will  be  available  to  the  entire 
group,  (5)  only  one  $25,000  limitation 
on  the  small  business  deduction  of  life 
insurance  companies  is  available  to  the 
group;  (6)  with  respect  to  the  maxi¬ 
mum  amount  of  exploration  expen¬ 
ditures  in  connection  with  mineral 
deposits  which  may  be  written  off  or 
treated  as  deferred  expenses,  the  group 
will  be  eligible  to  write  off  only  one 
$100,000  in  any  one  year  with  a  total 
of  $400,000  over  any  number  of  years. 


H.R.  8363  as  passed  by  the 
Senate 


Same  as  reported  by  Finance 
Committee. 


H.R.  8363  as  agreed  to  by  the 
conferees 
(Public  Law) 


Same  as  Finance  Committee  version 
[SA  No.  54— HR], 
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Sec.  214.  100-percent  dividends-received  deduction 


Present  law 


Treasury  recommendations 

H.R.  8363  as  passed  by  the 
House  of  Representatives 

Sec.  216.  Interest  on  indebtedness  incurred  or 


Present  law 

Treasury  recommendations 

H.R.  8363  as  passed  by  the 
House  of  Representatives 

No  deduction  is  allowed  for  interest 
on  indebtedness  incurred  or  continued 
to  purchase  or  carry  obligations  the 
interest  on  which  is  exempt  from  Fed¬ 
eral  income  taxes.  It  has  been  held 
that  interest  paid  on  indebtedness 
represented  by  deposits  in  banks  en¬ 
gaged  in  the  general  banking  business 
is  not  subject  to  this  provision. 

Makes  no  change  in  existing  law.. 

1 


Sec.  217.  Repeal  of  requirement  of 


Present  law 

Treasury  recommendations 

H.R.  8363  as  passed  by  the 
House  of  Representatives 

The  Revenue  Act  of  1962  provided 
that  where  a  person  takes  a  business 
trip  and  that  trip  is  combined  with 
recreational  or  personal  activities,  the 
cost  of  the  trip  in  certain  cases  must  be 
allocated  between  the  business  and  the 
personal  activity,  and  only  the  expenses 
allocated  to  the  business  portion  are 
deductible  for  income  tax  purposes. 

Makes  no  change  in  existing  law _ 

98 


4376 


for  members  of  electing  affiliated  groups 

— Continued 

H.R.  8363  as  ordered  reported  by 
Senate  Committee  on  Finance 

H.R.  8363  as  passed  by  the 
Senate 

H.R.  8363  as  agreed  to  by  the 
conferees 
(Public  Law) 

Life  insurance  companies:  Divi¬ 
dends  from  or  to  life  insurance  com¬ 
panies  and  mutual  casualty  insurance 
companies  will  be  eligible  for  the  100- 
percent  dividends-received  deduction 
if  the  entire  affiliated  group  of  which 
the  insurance  company  is  a  member 
consents  to  this  tax  treatment  and,  in 
the  case  of  dividends  from  an  insur¬ 
ance  company,  certain  additional  re¬ 
quirements  are  met. 

Effective  date:  Applies  with  respect 
to  dividends  received  in  taxable  years 
ending  after  Dec.  31,  1963  [SA  No.  54], 

continued  to  purchase  or  carry  tax-exempt  bonds 

H.R.  8363  as  ordered  reported  by 
Senate  Committee  on  Finance 

H.R.  8363  as  passed  by  the 
Senate 

H.R.  8363  as  agreed  to  by  the 
conferees 
(Public  Law) 

Certain  financial  institutions  which 
are  subject  to  the  banking  laws  of  the 
State  in  which  they  are  incorporated 
are  not  to  be  denied  interest  deduc¬ 
tions  under  section  265(2)  on  face- 
amount  certificates  (as  defined  in  the 
Investment  Company  Act  of  1940)  or 
on  amounts  received  for  the  purchase 
of  these  certificates.  Interest  on 
these  face-amount  certificates  is  to  be 
so  treated  only  to  the  extent  that  the 
average  amount  of  investments  of  the 
institution  in  tax-exempt  obligations 
does  not  comprise  more  than  25  per¬ 
cent  of  the  average  of  the  total  assets 
of  the  institution.  Total  assets  means 
gross  assets  (taken  at  cost)  less  all  of 
the  liabilities  other  than  the  liability 
on  the  face-amount  certificates. 

Effective  date:  Applies  with  respect 
to  taxable  years  ending  after  date  of 
enactment  of  the  bill  [SA  No.  57]. 

Same  as  reported  by  Finance  Com¬ 
mittee. 

Finance  Committee  version  mod¬ 
ified  to  provide  for  a  15-percent 
limitation  rather  than  25  percent  [SA 
No.  57 — HR  with  an  amendment]. 

allocation  of  certain  traveling  expenses 


H.R.  8363  as  ordered  reported  by 
Senate  Committee  on  Finance 

H.R.  8363  as  passed  by  the 
Senate 

H.R.  8363  as  agreed  to  by  the 
conferees 
(Public  Law) 

Repeals  the  provision  enacted  by 
the  Revenue  Act  of  1962  which  re¬ 
quires  the  allocation  of  travel  expenses 
in  the  case  of  certain  trips  combining 
business  and  personal  activities. 

Effective  date:  Repeals  the  travel 
allocation  rule  retroactive  to  the  effec¬ 
tive  date  of  such  provision,  i.e.,  for 
periods  after  Dec.  31,  1962  [SA  No.  58]. 

Same  as  reported  by  Finance  Com¬ 
mittee. 

Finance  Committee  version  but 
modified  so  as  to  repeal  existing 
law  only  with  respect  to  domestio 
travel  [SA  No.  58—  HR  with  an 
amendment]. 
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Sec.  218.  Acquisition  of  stock  in  exchange  for  stock  of 


Present  law 

Treasury  recommendations 

H.R.  8363  as  passed  by  the 

House  of  Representatives 

A  subsidiary  corporation  can  acquire 
in  a  tax-free  reorganization  the  assets 
of  another  corporation  in  exchange  for 
its  parent  company's  stock.  However, 
a  subsidiary  corporation  cannot  acquire 
in  a  tax-free  reorganization  the  stock  of 
another  corporation  in  exchange  for  the 
stock  of  its  parent  corporation.  In 
this  latter  case,  present  law  requires 
that  the  subsidiary  corporation  transfer 
its  own  stock  in  exchange  for  the  stock 
of  the  other  corporation,  rather  than 
the  stock  of  its  parent. 

Makes  no  change  in  existing  law _ 

Sec.  219.  Retroactive  qualification  of  certain 


Present  law 

Treasury  recommendations 

H.R.  8363  as  passed  by  the 

House  of  Representatives 

A  pension  trust  qualifies  for  an  in¬ 
come  tax  exemption  only  if  it  meets 
certain  requirements  relating  to  cover¬ 
age  of  employees  and  nondiscrimination 
of  contributions  or  benefits.  If  a  pen¬ 
sion  trust  is  properly  qualified,  it  is  tax- 
exempt  from  Federal  taxation  with 
respect  to  its  income  and  contributions 
paid  to  it  by  an  employer  on  behalf  of 
its  employees  are  deductible  for  Federal 
income  tax  purposes. 

Recommended  that  general  au¬ 
thority  be  given  to  the  Treasury 
Department  to  qualify  certain  multi- 
employer  pension  plans  retroactively 
to  the  date  of  their  creation  where 
certain  tests  are  met. 

Makes  no  change  in  existing  law _ 
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corporation  which  is  in  control  of  acquiring  corporation 


H.R.  8363  as  ordered  reported  by 
Senate  Committee  on  Finance 

H.R.  8363  as  passed  by  the 
Senate 

H.R.  8363  as  agreed  to  by  the 
conferees 
(Public  Law) 

Allows  a  transaction  in  which  a  sub¬ 
sidiary  corporation  acquires  the  stock 
of  another  corporation  (and  after  that 
is  in  control  of  the  corporation)  in  ex¬ 
change  solely  for  the  voting  stock  of 
its  parent  corporation  to  qualify  as  a 
tax-free  reorganization.  Also  per¬ 
mits  the  subsidiary  corporation  ac¬ 
quiring  the  stock  of  another  corpora¬ 
tion  in  the  “(B)  reorganization’’  to 
transfer  all  or  part  of  this  stock  to 
another  corporation  which  it  controls. 

Effective  date:  Applies  with  respect 
to  transactions  after  Dec.  31,  1963 
[SA  No.  59). 

Same  as  reported  by  Finance  Com¬ 
mittee. 

Same  as  Finance  Committee  ver¬ 
sion  [SA  No.  59— HR). 

union-negotiated  multiemployer  pension  plans 


H.R.  8363  as  ordered  reported  by 
Senate  Committee  on  Finance 

H.R.  8363  as  passed  by  the 
Senate 

H.R.  8363  as  agreed  to  by  the 
conferees 
(Public  Law) 

Empowers  the  Secretary  of  the 
Treasury  to  designate  certain  union- 
negotiated  pension  plans  as  “quali¬ 
fied”  for  tax  purposes  for  the  period 
beginning  on  the  date  on  which  contri¬ 
butions  are  first  made  to  or  for  a  trust 
forming  part  of  the  plan,  rather  than 
on  the  date  it  actually  becomes  a 
“qualified  plan.” 

To  be  eligible  for  retroactive  quali¬ 
fication,  it  must  be  established  to  the 
satisfaction  of  the  Secretary  of  the 
Treasury  that  3  conditions  have  been 
met:  (1)  That  the  trust  was  created 
under  a  collective-bargaining  agree¬ 
ment  with  2  or  more  employers  who 
are  not  related;  (2)  that  the  disburse¬ 
ments  made  from  the  trust  prior  to 
actual  qualification  substantially  met 
the  tests  under  which  the  pension  plan 
subsequently  qualifies;  and  (3)  that 
prior  to  the  time  the  trust  constituted 
a  qualified  trust,  the  contributions 
made  to  that  trust  were  not  used  in 
a  manner  which  would  jeopardize  the 
interests  of  the  beneficiaries. 

Effective  date:  This  provision  ap¬ 
plies  to  taxable  years  beginning  after 
Dec.  31,  1953,  and  ending  after  Aug. 
16,  1954,  but  only  with  respect  to 
contributions  made  after  Dec.  31, 
1954  [SA  No.  60). 

Same  as  reported  by  Finance  Com¬ 
mittee. 

Same  as  Finance  Committee  ver¬ 
sion  [SA  No.  60— HR). 
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Sec.  220.  Qualified  pension,  etc.,  plan  coverage 


Present  law 


Treasury  recommendations 


H.R.  8363  as  passed  by  the 
House  of  Representatives 


A  domestic  corporation  may  extend 
old-age  and  survivors  insurance  cover¬ 
age  to  U.S.  citizens  employed  by  its 
foreign  subsidiaries,  in  which  it  has  at 
least  a  20-percent  voting  stock  interest 
(or  by  a  foreign  subsidiary  of  such  a 
foreign  subsidiary  if  the  first  has  at  least 
a  50-percent  voting  stock  interest  in  the 
second),  but  a  domestic  corporation 
cannot  cover  the  U.S.  citizens  who  are 
employees  of  its  foreign  subsidiary 
under  its  qualified  pension,  profit- 
sharing,  stock  bonus,  annuity,  or  bond 
purchase  plan  without  also  covering 
noncitizens.  In  addition,  the  foreign 
subsidiary  corporation  cannot  establish 
a  similar  pension,  etc.,  plan  and  obtain 
qualification  from  the  Internal  Rev¬ 
enue  Service  unless  it  includes  in  that 
plan  the  foreign  nationals  on  its  payroll 
on  a  nondiscriminatory  basis. 


Makes  no  change  in  existing  law _ 


102 


4380 


for  employees  of  certain  subsidiary  employers 


H.R.  8363  as  ordered  reported  by 
Senate  Committee  on  Finance 

H.R.  8363  as  passed  by  the 
Senate 

H.R.  8363  as  agreed  to  by  the 
conferees  (Public  Law) 

General  rule:  Provides  that  U.S. 
citizens  who  are  employees  of  certain 
subsidiaries  of  a  domestic  corporation 
may  under  certain  circumstances  be 
j  Deluded  for  coverage  under  a  qualified 
pension,  profitsharing,  etc.,  plan  of 
the  domestic  corporation. 

Qualifications:  To  qualify  for  cover¬ 
age,  the  U.S.  citizen  employee  of  the 
foreign  or  domestic  subsidiary  of  the 
domestic  parent  corporation  must  not 
be  covered  under  any  other  person’s 
funded  plan  of  deferred  compensation. 
If  he  is  an  employee  of  a  foreign  sub¬ 
sidiary,  the  domestic  parent  must 
have  entered  into  an  agreement  with 
the  Treasury  Department  to  cover  the 
U.S.  citizen  employees  of  the  sub¬ 
sidiary  for  social  security  purposes, 
and  coverage  under  the  plan  of  such 
parent  must  be  provided  for  U.S. 
citizen  employees  of  all  its  foreign 
subsidiaries  covered  under  such  social 
security  agreement.  If  he  is  an  em¬ 
ployee  of  a  domestic  subsidiary,  the 
plan  of  the  parent  must  provide 
coverage  for  U.S.  citizen  employees 
of  all  of  its  domestic  subsidaries. 
Definitions: 

Foreign  subsidiary:  The  parent 
corporation  must  have  at  least  a 
20-percent  voting  stock  interest  in  the 
foreign  subsidiary.  Also  covered  are 
subsidiaries  of  such  a  foreign  subsidi¬ 
ary  where  the  first  foreign  subsidiary 
has  more  than  a  50-percent  voting 
stock  interest  in  the  second. 

Domestic  subsidiary:  To  qualify, 
95  percent  or  more  of  the  domestic 
subsidiary’s  gross  income  for  the  tax¬ 
able  year  and  the  2  prior  years  must  be 
derived  from  sources  without  the 
United  States  and  90  percent  or  more 
of  its  gross  income  for  the  same  period 
must  be  derived  from  the  active  con¬ 
duct  of  a  trade  or  business.  In  addi¬ 
tion,  its  voting  stock  must  be  held  to 
the  extent  of  80  percent  or  more  by  the 
domestic  parent  corporation. 

Deduction:  The  domestic  parent 
corporation  will  not  receive  a  deduc¬ 
tion  for  its  contribution  to  the  plan. 

Employee:  For  purposes  of  the 
plan,  the  individual  involved  will 
be  treated  as  if  he  were  an  employee 
of  the  domestic  parent  corporation 
for  purposes  of  applying  the  provisions 
of  the  Internal  Revenue  Code  relating 
to  annuities,  employee’s  death  bene¬ 
fits,  and  estate  and  gift  taxes. 

Effective  date:  The  general  effective 
date  is  to  be  taxable  years  ending  after 
Dec.  31,  1963  [SA  No.  61]. 

Same  as  reported  by  Finance 
Committee. 

Finance  Committee  version  with 
a  technical  and  clerical  amendment 
[SA  No.  61 — HR  with  amendments]. 
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Sec.  222.  Installment  sales  by 


Present  law 


A  taxpayer  using  installment  sale 
reporting  can  defer  income  for  tax  pur¬ 
poses  until  payments  are  received  under 
the  contract  (rather  than  treating  the 
entire  amount  as  income  as  of  the  time 
the  sale  is  made).  Under  existing  regu¬ 
lations  issued  by  the  Treasury  Depart¬ 
ment,  installment  sale  treatment  is 
afforded  to  about  80  percent  of  revolv¬ 
ing  credit  sales. 


Treasury  recommendations 


H.R.  8363  as  passed  by  the 
House  of  Representatives 


Makes  no  change  in  existing  law. 


Sec.  223.  Timing  of  deductions  and  credits  in 


Present  law 

Treasury  recommendations 

H.R.  8363  as  passed  by  the 

House  of  Representatives 

Prior  to  the  case  of  the  United  Stales 
v.  Consolidated  Edison  Company  of  New 
York,  Inc.,  366  U.S.  380  (1961),  it  was 
generally  held  that  the  payment  of  a 
contested  tax  liability  resulted  in  the 
tax  being  considered  as  deductible  in 
the  year  paid  even  though  the  tax  was 
denied  and  contested.  The  Consoli¬ 
dated  Edison  case  held  that  a  contested 
tax  even  when  paid  does  not  accrue  as  a 
deduction  in  the  year  paid  for  income 
tax  purposes  until  the  contest  is  settled. 

Makes  no  change  in  existing  law.. 
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dealers  in  personal  property 


H.R.  8363  as  ordered  reported  by 
Senate  Committee  on  Finance 

H.R.  8363  as  passed  by  the 
Senate 

H.R.  8363  as  agreed  to  by  the 
conferees 
(Public  Law) 

Provides  that  revolving  credit  plans 
may  be  eligible  for  installment  sales 
treatment  for  tax  purposes  by  adding 
a  definition  for  the  terms  “install¬ 
ment  plan”  and  “total  contract  price” 
to  the  code. 

Installment  plan:  Under  this  defi¬ 
nition,  installment  sale  treatment 
would  be  extended  to  income  received 
under  any  plan  which  provides  for  the 
payment  by  the  purchaser  for  personal 
property  sold  to  him  in  a  series  of 
periodic  installments  of  an  agreed 
part  or  installment  of  the  debt  due  the 
seller.  This  would  also  extend  install¬ 
ment  sale  treatment  to  sales  which  are 
paid  for  in  full  on  the  1st  billing  for 
the  month  of  purchase,  and  sales  for  a 
month  which  in  total  amount  to  less 
than  the  monthly  payment  agreed  to 
be  paid  by  the  purchaser  under  the 
revolving  credit  contract. 

Total  contract  price:  This  term 
would  include  finance  and  service 
charges  with  respect  to  revolving 
credit  sales  in  the  amount  subject  to 
installment  sale  treatment. 

Effective  date:  Applies  with  respect 
to  sales  made  in  taxable  years  begin¬ 
ning  after  Dec.  31,  1963  [SA  No.  96]. 

Same  as  reported  by  Finance  Com¬ 
mittee. 

Same  as  Finance  Committee  ver¬ 
sion  modified  to  define  the  term 
“installment  plan”  to  include  a  re¬ 
volving  credit-type  plan  which  pro¬ 
vides  that  the  purchaser  of  personal 
property  at  retail  may  pay  for  such 
property  in  a  series  of  periodic  pay¬ 
ments  of  an  agreed  portion  of  the 
amounts  due  the  dealer  under  the 
plan,  except  that  such  term  does  not 
include  any  such  plan  with  respect  to 
a  purchaser  who  uses  his  account 
primarily  as  an  ordinary  charge 
account.  The  provision  which  in¬ 
cluded  finance  and  service  charges  in 
the  installment  sales  is  deleted.  [SA 
No.  96 — HR  with  an  amendment]. 

certain  cases  where  asserted  liabilities  are  contested 


H.R.  8363  as  ordered  reported  by 
Senate  Committee  on  Finance 

H.R.  8363  as  passed  by  the 
Senate 

H.R.  8363  as  agreed  to  by  the 
conferees 
(Public  Law) 

Adopted  H.R.  4040  as  reported  by 
the  Committee  on  Ways  and  Means. 

Provides  that  if  a  taxpayer  contests 
any  asserted  liability,  such  as  a  tax 
assessment,  but  makes  a  payment  in 
satisfaction  of  this  liability  and  the 
contest  with  respect  to  the  liability 
exists  after  the  payment,  then  the 
item  involved  is  to  be  allowed  as  a 
deduction  or  credit  in  the  year  of  pay¬ 
ment.  Where  a  payment  is  not  made 
until  after  the  contest  is  settled,  a  tax¬ 
payer  on  an  accrual  basis  is  not  pre¬ 
vented  from  accruing  the  deduction  or 
credit  in  an  earlier  year  in  which  the 
contest  is  settled. 

Same  as  reported  by  Finance  Com¬ 
mittee. 

Finance  Committee  version  modi¬ 
fied  so  as  not  to  apply  in  respect  of 
any  credit  against  tax  nor  in  respect 
of  the  deduction  for  income,  war 
profits,  and  excess  profits  taxes  im¬ 
posed  by  the  authority  of  any  foreign 
country  or  possession  of  the  United 
States  [SA  No.  97 — HR  with  an 
amendment]. 
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Sec.  223.  Timing  of  deductions  and  credits  in  certain 


Present  law 

Treasury  recommendations 

H.R.  8363  as  passed  by  the 
House  of  Representatives 

! 


Sec.  228.  Insurance 


Present  law 


(a)  Mutualization:  In  cases  where  a 
stock  life  insurance  company  is  mutual¬ 
ized,  i.e.,  converted  into  a  mutual  life 
insurance  company  (under  an  agree¬ 
ment  entered  into  before  Jan.  1, 
1958),  with  a  liquidating  distribution 
being  made  to  the  shareholders  and 
the  remainder  of  the  surplus  and  re¬ 
serves  being  held  for  the  benefit  of  the 
policy  holders,  a  special  deduction 
was  provided  for  these  liquidating 
payments  to  the  shareholders  made 
in  1958-61. 


Treasury  recommendations 


H.R.  8363  as  passed  by  the 
House  of  Representatives 


(a)  Mutualization:  Makes  no 

change  in  existing  law. 
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cases  where  asserted  liabilities  are  contested — Continued 


H.R.  8363  as  ordered  reported  by 
Senate  Committee  on  Finance 

H.R.  8363  as  passed  by  the 
Senate 

H.R.  8363  as  agreed  to  by  the 
conferees 
(Public  Law) 

Effective  date:  General  rule:  Ex¬ 
cept  as  provided  below,  applies  to  pay¬ 
ments  made  in  taxable  years  beginning 
after  Dec.  31,  1953,  and  ending  after 
Aug.  16,  1954.  Also  applies  to  pay¬ 
ments  in  taxable  years  to  which  the 
1939  Code  applies. 

Election:  With  respect  to  taxable 
years  beginning  before  Jan.  1,  1964, 
a  taxpayer  may  elect  within  1  year 
after  the  date  of  enactment  of  this 
bill  to  claim  the  deduction  or  credit 
in  the  year  in  which  the  contest  is 
settled  rather  than  in  the  year  in 
which  the  payment  is  made.  If  the 
election  is  made,  it  may  not  be  changed 
after  the  expiration  of  the  1-year 
period,  and  such  rule  must  be  fol¬ 
lowed  with  respect  to  all  payments 
made  in  a  year  beginning  before 
Jan.  1,  1964.  The  election  may  not 
be  made  with  respect  to  barred  years. 
If  made  with  respect  to  a  year  which 
is  not  barred,  the  period  for  assess¬ 
ment  of  any  deficiency  arising  from 
this  election  is  to  be  kept  open  at  least 
until  2  years  after  date  of  enactment 
of  the  bill. 

Deduction :  Where  for  a  past  year 
no  deduction  or  credit  was  allowed  for 
a  payment  in  a  year  before  the  contest 
with  respect  to  it  was  settled  and  the 
refund  or  credit  which  would  result 
from  the  deduction  in  the  earlier  year 
is  barred,  then  the  deduction  is  to  be 
allowed  in  the  year  in  which  the  con¬ 
test  is  settled  [SA  No.  97]. 

• 

companies 


H.R.  8363  as  ordered  reported  by 
Senate  Committee  on  Finance 

H.R.  8363  as  passed  by  the 
Senate 

H.R.  8363  as  agreed  to  by  the 
conferees 
(Public  Law) 

(a)  Mutualization:  Provides  that 
the  special  liquidating  distribution  de¬ 
duction  treatment  of  present  law  for 
the  years  1958-61  under  a  mutualiza¬ 
tion  agreement  entered  into  before 
1958  is  also  to  apply  to  distributions 

(a)  Same  as  reported  by  Finance 
Committee. 

(a)  Mutualization:  Same  as  Fi¬ 
nance  Committee  version  [SA  No. 
162— H  R]. 

w  iyoj. 

Effective  date:  Applies  to  taxable 
years  beginning  after  Dec.  31,  1961 
[SA  No.  162], 

107 


4385 


Sec.  228.  Insurance 


Present  law 

Treasury  recommendations 

H.R.  8363  as  passed  by  the 
House  of  Representatives 

(b)  Accrual  of  bond  discount:  Stock, 
fire,  and  casualty  insurance  companies 
and  corporations  generally  are  not  re¬ 
quired  to  accrue  discount  (either  that 
arising  at  the  time  of  issue  or  market) 
on  bonds  purchased  at  a  discount  by 
them.  These  corporations  ordinarily 
treat  market  discount  on  both  taxable 
and  nontaxable  bonds  as  capital  gains 
(or  loss)  when  the  bond  is  sold  or  dis¬ 
posed  of  by  them  and  treat  original 
issue  discount  on  taxable  bonds  as 
ordinary  income  when  it  is  realized. 
Small  mutual  companies  and  life  in¬ 
surance  Jcompanies  must  treat  this 
discount  currently  as  ordinary  income. 

(c)  Contributions  to  qualified  pen¬ 
sion  plans:  Allows  a  deduction  to  an 
employer  for  contributions  to  an  em¬ 
ployees’  trust  or  annuity  plan  and 
compensation  under  a  deferred  pay¬ 
ment  plan  except  that  in  the  case  of 
stock  casualty  insurance  companies  the 
lack  of  an  appropriate  cross  reference 
leaves  the  results  unclear. 

* 

(b)  Accrual  of  bond  discount: 
Makes  no  change  in  existing  law. 

(c)  Contributions  to  qualified  pen¬ 
sion  plans:  Makes  no  change  in  exist¬ 
ing  law. 

Sec.  229.  Regulated 

Present  law 

Treasury  recommendations 

H.R.  8363  as  passed  by  the 

House  of  Representatives 

(a)  Time  for  mailing  notices:  With 
respect  to  certain  special  tax  features 
accorded  regulated  investment  com¬ 
panies,  the  shareholder  must  be  given 
notice  with  respect  to  such  features 
within  30  days  after  the  close  of  the 
regulated  investment  company’s  tax¬ 
able  year. 

Makes  no  change  in  existing  law _ 
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companies — Continued 


H.R.  8363  as  ordered  reported  by 
Senate  Committee  on  Finance 

H.R.  8363  as  passed  by  the 
Senate 

H.R.  8363  as  agreed  to  by  the 
conferees 
(Public  Law) 

(b)  Accrual  of  bond  discount:  Pro¬ 
vides  that  market  discount  received  by 
any  insurance  company  will  be  taxed 
as  a  capital  gain.  In  the  case  of 
original  issue  discount  on  taxable 
bonds,  this  discount  will  be  reported  by 
small  mutual  companies  as  ordinary 
income  when  it  is  realized  upon  dis¬ 
position.  Life  insurance  companies, 
however,  will  continue  to  accrue  dis¬ 
count  arising  at  time  of  issue  currently 
on  both  taxable  and  tax-exempt  bonds. 

Effective  date:  Applies  to  taxable 
years  beginning  after  Dec.  31,  1962 
[SA  No.  162], 

(b)  Same  as  reported  by  Finance 
Committee. 

(b)  Accrual  of  bond  discount: 
Same  as  Finance  Committee  version 
[SA  No.  162— HR], 

(c)  Contributions  to  qualified  pen¬ 
sion  plans:  Amends  existing  law  to 
make  it  clear  that  a  deduction  will  be 
allowable  to  casualty  insurance  com¬ 
panies  for  their  contributions  to  quali¬ 
fied  pension  plans,  etc. 

Effective  date:  Applies  to  taxable 
years  beginning  after  Dec.  31,  1953, 
and  ending  after  Aug.  16,  1954  [SA 
No.  162], 

(c)  Same  as  reported  by  Finance 
Committee. 

(c)  Contributions  to  qualified  pen¬ 
sion  plans:  Same  as  Finance  Com¬ 
mittee  version  [SA  No.  162 — HR], 

investment  companies 


H.R.  8363  as  ordered  reported  by 
Senate  Committee  on  Finance 

H.R.  8363  as  passed  by  the 
Senate 

H.R.  8363  as  agreed  to  by  the 
conferees 
(Public  Law) 

(a)  Time  for  mailing  notices:  Pro¬ 
vides  that  regulated  investment  com¬ 
panies  be  given  45  days  rather  than  30 
days  after  the  end  of  the  year  to  issue 
notice  to  its  shareholders  with  respect 
to  the  special  tax  features  listed  below. 
Adopted  H.R.  6995  as  reported  by  the 
Committee  on  Ways  and  Means. 

(1)  Dividends  which  are  desig¬ 
nated  as  capital  gain  dividends  (sec. 
852(b)(3)(C)); 

(2)  The  amount  of  capital  gain 
reported  by  the  company  and  on  which 
it  pays  a  25-percent  tax  in  lieu  of  dis¬ 
tributing  such  net  long-term  capital 
gains  to  its  shareholders  (sec.  852(b) 
(3)  (D)(i)); 

(3)  The  amount  of  any  mcome, 
war  profits,  and  excess  profits  taxes 
paid  by  the  company  to  a  foreign 
country  which  is  treated  as  distrib¬ 
uted  to  its  shareholders  (sec.  853(c)); 

(4)  In  cases  where  less  than  75 
percent  of  the  company’s  gross  in¬ 
come  represents  dividend  income  (sec. 
854(b)(2)),  the  amount  the  share¬ 
holder  receives  as  a  dividend  and 
which  he  must  treat  as  a  dividend  for 
certain  purposes; 

(5)  The  dividends  which  are  con¬ 
sidered  as  paid  out  in  an  earlier  year 
(sec.  855(c)). 

Effective  date:  Applies  to  taxable 
years  of  regulated  investment  com¬ 
panies  ending  on  or  after  date  of 
enactment  [SA  No.  163). 

(a)  Time  for  mailing  notices: 
Same  as  reported  by  Finance  Com¬ 
mittee. 

(a)  Time  for  mailing  notices:  Same 
as  Finance  Committee  version  [SA 
No.  163— HR]. 
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Sec.  229.  Regulated 


Present  law 

Treasury  recommendations 

H.R.  8363  as  passed  by  the 

House  of  Representatives 

(b)  Redemption  by  unit  investment 
trusts:  Mutual  funds  are  treated  for 
tax  purposes  as  regulated  investment 
companies.  Unit  investment  trusts  are 
associated  with  a  mutual  fund,  and 
these  unit  investment  trusts  are  also 
classified  as  regulated  investment  com¬ 
panies.  In  certain  cases  where  1  in¬ 
vestor  liquidates  his  interest  in  1  of  the 
unit  investment  trusts,  the  trust  sells 
the  stock,  and  the  proceeds  are  distri¬ 
buted  to  1  investor,  the  distribution  it 
is  said  is  a  “preferential  dividend”  and 
thus,  does  not  result  in  a  dividends  paid 
deduction  to  the  trust. 

Makes  no  change  in  existing  law _ 

Foreign  tax  credit  with  respect 


Present  law 

Treasury  recommendations 

H.R.  8363  as  passed  by  the 

House  of  Representatives 

See  discussion  under  sec.  226  _ 

See  discussion  under  sec.  226  _ 

See  discussion  under  sec.  226  ... 

Amounts  received  from  employer  on  sale  of  residence 


Present  law 

Treasury  recommendations 

H.R.  8363  as  passed  by  the 
House  of  Representatives 

See  discussion  under  sec.  213 _  . 

See  discussion  under  sec.  213 _ 

See  discussion  under  sec.  213 _ 

Sec.  233.  Small 

Present  law 

Treasury  recommendations 

H.R.  8363  as  passed  by  the 

House  of  Representatives 

In  the  case  of  certain  small  business 
corporations  which  are  not  members  of 
an  affiliated  group,  the  earnings  of  that 
corporation  may  be  taxed  to  the  share¬ 
holders  in  the  same  manner  as  partner¬ 
ship  earnings  are  taxed  to  the  partners. 
Shareholders  are  taxed  each  year  on 
the  dividend  income  received  plus  any 
additional  earnings  of  the  corporation 
which  are  retained  and  undistributed. 
Retained  earnings  distributed  in  a  later 
year  will  be  treated  as  a  dividend  dis¬ 
tribution  to  the  shareholders  to  the 
extent  of  the  earnings  and  profits  of 
that  later  year.  If,  in  that  later  year, 
the  corporation  ceases  to  be  an  “electing 
small  business  corporation,”  then  all 
distributions  are  treated  as  being  divi¬ 
dends  to  the  full  extent  of  both  current 
and  accumulated  earnings  and  profits. 
Thus  shareholders  may  pay  tax  on  the 
full  capital  gains  in  the  year  the  corpo¬ 
ration  sells  its  property  and  any  distri¬ 
bution  of  the  gain  to  them  in  a  later  year 
will  be  treated  as  an  ordinary  dividend 
to  the  extent  of  the  current  earnings 
and  profits  of  the  later  year. 

Makes  no  change  in  existing  law _ 
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investment  companies — Continued 


H.R.  8363  as  ordered  reported  by 
Senate  Committee  on  Finance 

H.R.  8363  as  passed  by  the 
Senate 

H.R.  8363  as  agreed  to  by  the 
conferees 
(Public  Law) 

(b)  Redemption  by  unit  invest¬ 
ments  trusts :  Provides  that  in  the  case 
of  a  redemption  by  a  unit  investment 
trust  of  the  investor’s  stock  (in  whole 
or  in  part),  the  redemption  will  not  be 
considered  as  a  “preferential  divi¬ 
dend.” 

Effective  date:  Applies  to  taxable 
years  of  regulated  investment  com¬ 
panies  ending  after  Dec.  31,  1963. 
This  amendment  is  not  intended  to 
have  any  effect  on  prior  law  [SA  No. 
163]. 

(b)  Redemption  by 
ment  trusts:  Same  as 
Finance  Committee. 

unit  invest- 
reported  by 

(b)  Redemption  by  unit  invest¬ 
ment  trusts:  Same  as  Finance  Com¬ 
mittee  version  [SA  No.  163 — HR], 

to  certain  foreign  mineral  income 


H.R.  8363  as  ordered  reported  by 
Senate  Committee  on  Finance 

H.R.  8363  as  passed  by  the 
Senate 

H.R.  8363  as  agreed  to  by  the 
conferees 
(Public  Law) 

See  discussion  under  sec.  226  [SA 
No.  164].. 

See  discussion  under  sec.  226 _ 

See  discussion  under  sec.  226  [SA 
No.  164— SR]. 

of  employee  in  connection  with  transfer  to  new  place  of  work 

H.R.  8363  as  ordered  reported  by 
Senate  Committee  on  Finance 

H.R.  8363  as  passed  by  the 
Senate 

H.R.  8363  as  agreed  to  by  the 
conferees 
(Public  Law) 

See  discussion  under  sec.  213  [SA 
No.  165]. 

See  discussion  under  sec.  213 _ 

See  discussion  under  sec.  213  [SA 
No.  165— SR]. 

business  corporations 

H.R.  8363  as  ordered  reported  by 
Senate  Committee  on  Finance 

H.R.  8363  as  passed  by  the 
Senate 

H.R.  8363  as  agreed  to  by  the 
conferees 
(Public  Law) 

(a)  Ownership  of  certain  stock: 
Adopted  H.R.  8798  as  reported  by 
the  Committee  on  Ways  and  Means. 
Provides  in  general  that  a  corporate 
member  of  an  affiliated  group  may 
elect  subch.  S  treatment  if  the  only 
other  members  of  the  group  are  in¬ 
active  subsidiary  corporations  [SA 
No.  177], 

(b)  Certain  distributions  of  money: 
Provides  that  in  the  case  of  an  elect¬ 
ing  small  business  corporation,  a 
distribution  of  money  to  the  share¬ 
holders  on  or  before  the  15th  day  of  the 
3d  month  following  the  close  of  a  tax¬ 
able  year,  may,  at  the  election  of  the 
corporation,  be  treated  as  a  distribu¬ 
tion  of  money  made  on  the  last  day 
of  the  taxable  year  in  question.  The 
election  is  available  whether  or  not 
the  corporation  involved  is  an  electing 
small  business  corporation  in  the  2d 
year. 

Effective  date:  Applies  to  taxable 
years  beginning  after  Dec.  31,  1957 
[SA  No.  177]. 

(a)  Ownership  of  certain  stock: 
Same  as  reported  by  Finance  Com¬ 
mittee. 

(a)  Ownership  of  certain  stock: 
Same  as  Finance  Committee  version 
[SA  No.  177-HR], 

(b)  Certain  distributions  of 

money:  Same  as  reported  by  Fi¬ 
nance  Committee. 

(b)  Certain  distributions  of  money: 
Same  as  Finance  Committee  version 
[SA  No.  177— HR]. 
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Sec.  236.  Validity  of  tax  liens  against  mortgagees, 


Present  law 

Treasury  recommendations 

H.R.  8363  as  passed  by  the 

House  of  Representatives 

An  assessed  tax  if  not  paid  within  10 
days  after  notice  and  demand  con¬ 
stitutes  a  lien  upon  all  of  the  property 
of  the  taxpayer,  both  real  and  personal. 
Such  a  lien  is  valid  as  against  a  pur¬ 
chaser,  mortgagee,  or  judgment  creditor 
only  if  notice  of  the  tax  lien  has  been 
filed  in  certain  designated  places. 
Ordinarily,  liens  against  automobiles 
and  trucks  are  not  filed  or  recorded  in 
designated  places  such  as  the  county 
recorder’s  office,  and,  accordingly,  the 
certificates  of  title  do  not  show  any 
Government  tax  liens. 

Makes  no  change  in  existing  law _ 

PART 

Sec.  237.  Earned  income  of  citizens  of  the  United 

Present  law 

Treasury  recommendations 

H.R.  8363  as  passed  by  the  House 
of  Representatives 

In  the  case  of  a  U.S.  citizen  who  is  a 
bona  fide  resident  of  a  foreign  country 
for  more  than  3  years,  provides  an  ex¬ 
clusion  from  gross  income  of  up  to 
$35,000  of  earned  income.  Where  a 
bona  fide  resident  for  less  than  3  years, 
an  exclusion  of  $20,000  is  provided.  In 
the  case  of  a  U.S.  citizen  who  is  present 
in  a  foreign  country  for  17  out  of  18  con¬ 
secutive  months,  provides  an  exclusion 
of  $20,000. 

Makes  no  change  in  existing  law _ 

Head 

Present  law 

Treasury  recommendations 

H.R.  8363  as  passed  by  the  House 
of  Representatives 

An  individual  is  considered  a  head  of 
a  household  if  such  person  is  not  mar¬ 
ried  at  the  close  of  the  taxable  year 
and  maintains  a  household  if — 

(a)  in  the  case  of  a  son,  stepson, 
etc.,  such  person  lives  in  the  house, 
even  though  not  a  dependent; 

(b)  in  the  case  of  a  married  son, 
etc.,  such  person  lives  in  the  house,  and 
is  also  a  dependent; 

(c)  in  the  case  of  a  person  other 
than  a  son,  etc.,  if  such  person  lives  in 
the  house  and  is  also  a  dependent. 

(d)  in  the  case  of  a  mother  or  fa¬ 
ther,  such  person  is  a  dependent  even 
though  such  person  does  not  live  in  the 
taxpayer’s  house,  provided  he  main¬ 
tains  a  household  for  them. 

Makes  no  change  in  existing  law _ 
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pledgees,  and  purchasers  of  motor  vehicles 


H.R.  8363  as  ordered  reported  by 
Senate  Committee  on  Finance 

H.R.  8363  as  passed  by  the 
Senate 

H.R.  8363  as  agreed  to'by  the 
conferees 
(Public  Law) 

Provides  that  the  lien  of  the  Federal 
Government  will  not  be  effective 
against  a  purchaser,  mortgage  lender, 
or  pledgee  of  a  motor  vehicle  unless 
the  purchaser,  mortgage  lender,  or 
pledgee  has  actual  notice  or  knowl¬ 
edge  of  the  existence  of  the  Govern¬ 
ment’s  lien. 

Effective  date:  Applies  only  with 
respect  to  mortgages,  pledges,  and 
purchases  made  after  date  of  enact¬ 
ment  [SA  No.  193]. 

Same  as 
Committee. 

reported  by  Finance 

Finance  Committee  version  modi¬ 
fied  so  that  the  lien  is  not  to  be  valid 
with  respect  to  a  motor  vehicle  as 
against  a  purchaser  only  if  at  the 
time  of  the  purchase  the  purchaser  is 
without  notice  or  knowledge  of  the 
existence  of  such  lien  and  before  the 
purchaser  obtains  such  notice  or 
knowledge,  he  acquires  possession  of 
the  motor  vehicle  and  does  not  there¬ 
after  relinquish  possession  of  the 
motor  vehicle  to  the  seller  or  his 
agent.  It  was  agreed  also  that  the 
tax  lien  will  abate  with  respect  to  the 
motor  vehicle  in  question  and  will  not 
be  valid  against  any  subsequent  pur¬ 
chaser  (or  other  successor  in  interest) 
of  the  vehicle  [SA  No.  193 — HR  with 
an  amendment]. 

m 

States  from  sources  without  the  United  States 


H.R.  8363  as  ordered  reported  by 
Senate  Committee  on  Finance 

H.R.  8363  as  passed  by  the  Senate 

H.R.  8363  as  agreed  to  by  the 
conferees 
(Public  Law) 

Makes  no  change  in  existing  law _ 

Provides  that  in  the  case  of  U.S. 
citizens  who  are  present  in  the  foreign 
country  for  17  out  of  18  consecutive 
months,  or  who  are  bona  fide 
residents  of  a  foreign  country  for 
not  more  than  3  years,  the  limitation 
on  the  exclusion  from  gross  income 
is  to  be  $4,000  (instead  of  $20,000); 
and  in  the  case  of  a  U.S.  citizen  who 
is  a  bona  fide  resident  of  a  foreign 
country  for  more  than  3  years  the 
exclusion  is  to  be  $6,000  (instead  of 
$35,000). 

Effective  date:  Applies  only  with 
respect  to  taxable  years  beginning 
after  Dec.  31,  1963  [SA  No.  194], 

Reduces  to  $25,000  from  $35,000 
the  present  exclusion  allowed  U.S. 
citizens  who  are  bona  fide  residents  of 
a  foreign  country  for  more  than  3 
years  and  makes  this  provision  appli¬ 
cable  for  taxable  years  beginning  after 
Dec.  31,  1964.  Makes  no  other 

change  in  existing  law  [SA  No.  194 — 
HR  with  an  amendment]. 

of  households 


H.R.  8363  as  ordered  reported  by 
Senate  Committee  on  Finance 

H.R.  8363  as  passed  by  the  Senate 

H.R.  8363  as  agreed  to  by  the 
conferees 
(Public  Law) 

Makes  no  change  in  existing  law - 

Provides  head  of  household  treat¬ 
ment  for  any  individual  who  main¬ 
tains  a  household  for  any  person  who 
is  a  dependent  whether  or  not  he 
lives  with  the  taxpayer. 

Effective  date:  Applies  to  taxable 
years  beginning  after  Dec.  31,  1963 
[SA  No.  195]. 

Same  as 
no  change 
195— SR]. 

House  version,  i.e.,  makes 
in  existing  law  [SA  No. 
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Sec.  238.  Losses  arising  from 


Present  law 

Treasury  recommendations 

H.R.  8363  as  passed  by  the  House 
of  Representatives 

Losses  of  personal  residences  and 

Makes  no  change  in  existing  law.— 

other  nonbusiness  property  occasioned 
by  expropriation,  intervention  in,  or 
confiscation  by  a  foreign  government 
are  not  deductible. 

Sec.  239.  Credit  or  refund 


Present  law 

Treasury  recommendations 

H.R.  8363  as  passed  by  the 
House  of  Representatives 

A  credit  or  refund  is  allowed  for 

Makes  no  change  in  existing  law... 

FICA  tax  paid  by  an  employee  who  is 
subsequently  covered  under  a  retro¬ 
active  agreement  with  a  State  of  which 
he  is  an  employee,  but  no  similar  rule 
applies  to  permit  refund  for  an  individ¬ 
ual  who  paid  self-employment  tax. 

Sec.  240.  Extension  of  time  for  payment  of  estate  tax  on 


Present  law 

Treasury  recommendations 

H.R.  8363  as  passed  by  the 
House  of  Representatives 

Time  for  paying  estate  tax  on  value  of 
reversionary  or  remainder  interest  in 
property  (in  the  case  of  hardship)  may 
be  extended  for  a  reasonable  period  not 
in  excess  of  2  years. 

Makes  no  change  in  existing  law... 
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confiscation  of  property  by  Cuba 


H.R.  8363  as  ordered 
Senate  Committee  on 

reported  by 
Finance 

H.R.  8363  as  passed  by  the  Senate 

H.R.  8363  as  agreed  to  by  the 
conferees  (Public  Law) 

Makes  no  change  in  existing  law _ 

Permits  a  deduction  for  losses  oc¬ 
casioned  by  the  seizure,  by  Cuba,  of 
personal  residences  (and  other  non¬ 
business  property)  by  treating  such 
losses  as  losses  arising  from  a  casu¬ 
alty  [SA  No.  196]. 

Senate  version  modified  so  as  to 
limit  the  application  of  this  new  pro¬ 
vision  to  losses  of  tangible  property 
and  with  other  technical  changes  [SA 
No.  196 — HR  with  an  amendment]. 

of  self-employment  tax 


H.R.  8363  as  ordered  reported  by 
Senate  Committee  on  Finance 

H.R.  8363  as  passed  by  the  Senate 

H.R.  8363  as  agreed  to  by  the 
conferees  (Public  Law) 

Makes  no  change  in  existing  law _ 

Permits  persons  who  paid  self- 
employment  tax  and  who  are  later 
covered  for  the  same  period  by  a 
retroactive  social  security  agreement 
entered  into  by  a  State  to  obtain  a 
refund  of  the  self-employment  tax  in 
the  same  manner  as  FICA  tax.  This 
amendment  is  similar  to  H.R.  5468, 
ordered  reported  by  the  Committee 
on  Ways  and  Means  [SA  No.  197]. 

Senate  version  modified  so  as  to 
apply  both  to  agreements  and  modifi¬ 
cations  of  agreements  under  Sec.  218 
of  the  Social  Security  Act.  In  addi¬ 
tion,  provides  that  if  the  allowance 
of  a  credit  or  refund  of  an  overpay¬ 
ment  or  attributable  to  such  an  agree¬ 
ment  or  modification  is  otherwise  pre¬ 
vented  by  the  operation  of  any  law 
or  rule  of  law  other  than  sec.  7122  of 
the  code  (relating  to  compromises) 
such  credit  or  refund  may  be  allowed 
or  made  if  claim  therefor  is  filed  on  or 
before  whichever  of  the  following  is 
the  later:  (A)  the  last  day  of  the 
second  year  after  the  calendar  year  in 
which  such  agreement  or  modification 
is  agreed  to  by  the  State  and  the 
Secretary  of  Health,  Education,  and 
Welfare,  or  (B)  Dec.  31,  1965  [SA  No. 
197 — HR  with  an  amendment]. 

value  of  reversionary  or  remainder  interest  in  property 


H.R.  8363  as  ordered 
Senate  Committee  on 

reported  by 
Finance 

H.R.  8363  as  passed  by  the  Senate 

H.R.  8363  as  agreed  to  by  the 
conferees  (Public  Law) 

Makes  no  change  in  existing  law _ 

Provides  3  years  (rather  than 
2)  after  a  precedent  interest  ter¬ 
minates  for  the  payment  of  estate 
tax  if  earlier  payment  results  in 
undue  hardship. 

Effective  date:  In  general,  applies 
only  if  time  for  payment  of  tax  under 
Chapter  11  of  1954  Code  and  Chap¬ 
ter  3  of  the  1939  Code  has  not  ex¬ 
pired  on  date  of  enactment  of  this 
bill  [SA  No.  198], 

Same  as  Senate  version  [SA  No. 
198 — HR  with  an  amendment]. 
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Crop 


Present  law 

Treasury  recommendations 

H.R.  8363  as  passed  by  the 

House  of  Representatives 

Insurance  proceeds  received  as  a  re¬ 
sult  of  destruction  or  damage  to  crops 
are  required  to  be  reported  in  the  year 
in  which  such  proceeds  are  received. 

Makes  no  change  in  existing  law... 

Transportation  of  disabled 


Present  law 

Treasury  recommendations 

H.R.  8363  as  passed  by  the 
House  of  Representatives 

No  deduction  is  allowed  for  com- 

Makes  no  change  in  existing  law... 

muting  expenses. 

Additional  personal 


Present  law 


Treasury  recommendations 


H.R.  8363  as  passed  by  the  House 
of  Representatives 


An  extra  personal  exemption  of  $600 
is  allowed  for  a  taxpayer  (or  his  spouse) 
who  is  blind,  but  is  not  allowed  for  a 
taxpayer  (or  his  spouse)  who  is  other¬ 
wise  disabled. 


Makes  no  change  in  existing  law... 
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insurance  proceeds 


H.R.  8363  as  ordered 
Senate  Committee  on 

reported  by 
Finance 

H.R.  8363  as  passed  by  the  Senate 

H.R.  8363  as  agreed  to  by  the 
conferees  (Public  Law) 

Makes  no  change  in  existing  law _ 

Provides  that  insurance  proceeds 
received  as  a  result  of  destruction  or 
damage  to  crops  may  be  reported  for 
income  tax  purposes  in  the  year 
following  the  year  of  destruction  or 
damage  if  the  taxpayer  satisfies  the 
Secretary  of  the  Treasury  that  the 
income  from  the  crop  would  not  have 
been  reported  until  the  later  year 
[SA  No.  199]. 

Same  as  House  version,  i.  e.  makes 
no  change  in  existing  law  [SA  No. 
199— SR], 

individual  to  and  from  work 


H.R.  8363  as  ordered 
Senate  Committee  on 

reported  by 
Finance 

H.R.  8363  as  passed  by  the  Senate 

H.R.  8363  as  agreed  to  by  the 
conferees  (Public  Law) 

Makes  no  change  in  existing  law _ 

Provides  a  deduction  of  up  to  $600 
for  transportation  expenses  of  going 
to  and  from  work  for  a  taxpayer  who 
is  blind  or  who  has  lost  the  use  of  a 
leg,  both  legs,  both  arms,  or  is  other¬ 
wise  disabled,  if  he  cannot  use  public 
transportation. 

Effective  date:  Applies  only  with 
respect  to  taxable  years  ending  after 
the  date  of  the  enactment  of  this  Act 
[SA  No.  200]. 

Same  as  House  version;  i.e.,  makes 
no  change  in  existing  law  [SA  No. 
200— SR]. 

exemptions  for  disability 


H.R.  8363  as  ordered  reported  by 
Senate  Committee  on  Finance 


H.R.  8363  as  passed  by  the  Senate 


H.R.  8363  as  agreed  to  by  the 
conferees  (Public  Law) 


Makes  no  change  in  existing  law... 


Provides  an  extra  $600  exemption 
for  a  disabled  taxpayer  or  a  disabled 
spouse.  For  this  purpose  a  disabled 
individual  is  one  who  has  a  perma¬ 
nent  loss  (or  permanent  loss  of  use) 
of  one  or  more  of  the  extremities  or  is 
otherwise  under  a  physical  or  mental 
disability  which  can  be  expected  to 
result  in  death  or  to  be  of  long-con¬ 
tinued  and  indefinite  duration  and 
which  renders  him  unable  to  engage 
in  any  substantial  gainful  activity. 

Effective  date:  Substantive 
changes  apply  to  taxable  years  end¬ 
ing  after  the  date  of  enactment  of 
this  Act  and  the  withholding  provi¬ 
sions  apply  with  respect  to  payment 
of  wages  made  after  such  date  [SA 
No.  201]. 


Same  as  House  version;  i.e.,  makes 
no  change  in  existing  law  [SA  No. 
201— SR]. 
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Time  for  filing  claim  for  refund 


Present  law 

Treasury  recommendations 

H.R.  8363  as  passed  by  the  House 
of  Representatives 

Claims  for  refund  filed  after  July  1- 
September  30  of  each  year,  with  respect 
to  gasoline  used  during  the  1-year 
period  ending  on  June  30,  under  sec. 
6420  cannot  be  honored  by  the  Secre¬ 
tary. 

Makes  no  change  in  existing  law,.. 

Facilities  to  control 

Present  law 

Treasury  recommendations 

H.R.  8363  as  passed  by  the  House 
of  Representatives 

In  general,  present  law  allows  a  credit 

Makes  no  change  in  existing  law _ 

equal  to  7  percent  of  certain  types  of  in¬ 
vestment  (3  percent  in  case  of  most 
public  utilities)  which  may  be  offset 
against  tax  liability. 
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of  taxes  paid  for  gasoline  nsed  on  farms 


H.R.  8363  as  ordered  reported  by 
Senate  Committee  on  Finance 

H.R.  8363  as  passed  by  the  Senate 

H.R.  8363  as  agreed  to  by  the 
conferees 
(Public  Law) 

Makes  no  change  in  existing  law _ 

Permits  the  Secretary  to  honor  a 
claim  for  refund  of  taxes  paid  for 
gasoline  used  on  farms  which  is 
filed  after  the  statutory  period  for 
filing  the  refund  claim  (June  30- 
September  30)  if  the  claimant  had 
good  cause  for  failure  to  file  a  timely 
claim  [SA  No.  202], 

Same  as  House  version;  i.e.,  makes 
no^  change  in  existing  law  [SA  No. 

water  or  air  pollution 


H.R.  8363  as  ordered  reported  by 
Senate  Committee  on  Finance 

H.R.  8363  as  passed  by  the  Senate 

H.R.  8363  as  agreed  to  by  the 
conferees 
(Public  Law) 

Makes  no  change  in  existing  law _ 

Allows  a  double  investment  credit 
for  facilities  or  equipment  to  control 
water  or  air  pollution.  For  water 
pollution  control,  this  provision  in¬ 
cludes  equipment  which  removes, 
alters,  or  disposes  of  wastes  from  any 
type  of  manufacturing  or  mining 
process,  and  includes  necessary  sew¬ 
ers,  pumping,  power,  and  other 
equipment.  For  air  pollution  con¬ 
trol,  this  provision  includes  equip¬ 
ment  to  control  atmospheric  pollu¬ 
tion  or  contamination  by  removing, 
altering,  or  disposing  of  atmospheric 
pollutants  and  contaminants  from 
any  type  of  manufacturing  or  mining 
process. 

Effective  date:  Applies  to  taxable 
years  beginning  after  Dec.  31,  1963 
[SA  No.  203], 

Same  as  House  version,  i.e.,  makes 
no  change  in  existing  law  [SA  No. 
203— SR], 
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PART  IV 


OTHER  RECOMMENDATIONS  MADE  BY  THE  TREASURY  DEPARTMENT  WHICH  ARE  NOT  INCLUDED 

IN  H.R.  8363  AS  FINALLY  ENACTED 

1.  Tax  treatment  of  older  persons:  Would  substitute  a  $300  tax  credit  for  those  taxpayers  over 
age  65  for  the  present  $600  additional  exemption  from  income  and  the  present  retirement  income  credit. 
The  new  act,  however,  in  section  112,  allows  a  new  minimum  standard  deduction  of  $300  for  each 
taxpayer  plus  $100  for  every  exemption  allowed  him — maximum  of  $1,000.  (See  p.  14  of  this  document.) 

2.  Travel  expenses:  Would  provide  specific  rules  for  the  deduction  of  transportation  expenses 
when  outside  the  “duty  area”  on  business  and  also  for  the  deduction  of  meals  and  lodging  while  away 
from  the  “duty  area”  more  than  16  hours.  Other  modifications  would  also  be  made.  (See  sec.  218 
of  this  act  fat  p.  88  of  this  document)  which  repeals  the  requirement  of  allocation  of  certain  traveling 
expenses  for  travel  in  the  United  States.) 

3.  Research  and  development  expenses:  Would  provide  that,  subject  to  certain  limitations,  ex¬ 
penditures  made  for  machinery  and  equipment  used  solely  in  research  and  development  be  deducted  as 
incurred  instead  of  being  capitalized  and  then  deducted  gradually  by  depreciation. 

4.  Gains  accrued  on  capital  assets  at  time  of  gift  or  death:  Recommended  that  the  gain  on  the 
appreciation  in  the  value  of  assets  transferred  at  death  be  subjected  to  income  tax  (at  long-term  capital 
gains  rates).  Under  the  proposal,  the  tax  on  appreciation  in  value  would  also  be  imposed  on  transfers 
by  gift  made  during  lifetime. 

5.  Sale  of  life  estates:  Would  provide  that  where  a  person  holding  a  life  estate  acquired  by  gift, 
bequest,  or  inheritance  sells  that  estate,  the  amount  received  would  be  treated  as  anticipated  income 
and  would  be  taxed  as  ordinary  income  without  decrease  for  any  basis  he  may  have  in  the  property. 

6.  Split-dollar  insurance:  See  page  38  of  this  document  for  Treasury  recommendation  on  this 
subject  matter  on  which  no  action  was  taken  by  the  Congress  in  this  act. 

7.  Deferred  payments  contingent  on  future  income:  See  page  50  of  this  document  for  Treasury 
recommendation  on  this  subject  matter  on  which  no  action  was  taken  by  the  Congress  in  this  act. 

8.  Carryover  of  excess  deductions  in  the  case  of  oil  and  gas  royalties:  See  page  62  of  this  document 
for  Treasury  recommendation  on  this  subject  matter  on  which  no  action  was  taken  by  the  Congress  in 
this  act. 

9.  Sale  of  mineral  interests:  See  page  64  of  this  document  for  Treasury  recommendation  on  this 
subject  matter  on  which  no  action  was  taken  by  the  Congress  in  this  act. 

10.  5-percent  limitation  on  itemized  deductions:  Would  provide  that  itemized  deductions  from 
adjusted  gross  income  would  be  allowed  only  to  the  extent  that  they  exceed  5  percent  of  adjusted  gross 
income.  The  5  percent  floor  would  be  applied  to  the  total  of  all  itemized  deductions,  not  to  each  type 
of  deduction  separately. 
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PART  V 


OTHER  AMENDMENTS  WHICH  WERE  CONSIDERED  BUT  REJECTED  BY  THE  SENATE  COMMITTEE  ON 
FINANCE  (AS  ANNOUNCED  IN  PRESS  RELEASES)  IN  CONNECTION  WITH  ITS  CONSIDERATION  OF 
H.R.  8363  (SECTION  NUMBERS  REFERRED  TO  ARE  SECTION  NUMBERS  OF  THE  HOUSE  VERSION 
OF  THE  BILL) 


A.  Sections  of  the  bill  (as  passed  by  the  House) 

Section  1.  Declaration  by  Congress. — Would  have  substituted  in  lieu  of  this  provision  a 
provision  which,  in  general,  would  have  indicated  that  it  was  the  sense  of  Congress,  barring  unforeseen 
emergencies,  that  congressional  appropriations  and  spending  during  the  transition  period  should  not 
exceed  the  amounts  appropriated  and  spent  in  the  fiscal  year  1964. 

Section  111.  Reduction  of  tax  on  individuals. — 

(1)  Would  have  provided  a  substitute  rate  schedule  coupled  with  provisions  other  than 
provisions  relating  to  the  rate  schedule.  The  substitute  rate  schedule  would  have  ranged  from 
approximately  10  to  50  percent. 

Section  112.  Minimum  standard  deduction. — An  amendment  would  have  increased  the 
minimum  standard  deduction  from  $200  to  $400  and  with  the  increase  in  the  deduction  would  have 
reduced  the  corporate  rate  reduction. 

Section  121.  Reduction  of  tax  on  corporations. — 

(1)  Would  have  reduced  the  corporate  rate  in  1964  to  51  percent  and  in  1965  and  subsequent 
years  to  50  percent.  This  amendment  would  have  been  coupled  with  the  repeal  of  certain  excise  taxes. 

(2)  Would  have  increased  the  surtax  exemption  to  $50,000  from  $25,000. 

Section  201.  Dividends  received  by  individuals. — 

(1)  Would  have  deleted  this  provision  and  restored  existing  law. 

(2)  Would  have  continued  the  present  allowance  of  a  4-percent  credit  for  dividends  received 
by  individuals  but  with  a  maximum  credit  of  $1,000  (a  4-percent  credit  on  $25,000  of  dividend  income). 

Section  202.  Investment  credit. — 

(1)  Motion  picture  and  television  films  and  tapes  (fiSA  378). — Would  have  made  the  invest¬ 
ment  credit  available  in  the  case  of  motion  picture  and  television  films  and  tapes  produced  in  the 
United  States. 

(2)  Treatment  by  regulatory  agencies  in  the  case  oj  a  consolidated  group  ( SA  337).— Would 
have  prohibited  Federal  regulatory  agencies  without  the  consent  of  the  taxpayer  from  using  income, 
deductions,  and  credits  which  arise  from  or  are  directly  related  to  nonregulated  activities  of  a  con¬ 
solidated  group  to  reduce  the  taxpayer’s  Federal  income  tax  in  establishing  rates. 

(3)  Treatment  by  Federal  regulatory  agencies  oj  liberalized  depreciation. — Would  have  provided 
that  Federal  regulatory  agencies  in  establishing  rates  for  consumers  are  not  to  take  into  account  any 
reduction  in  costs  brought  about  by  the  excess  of  the  deductions  available  under  the  fast  writeoff 
methods  over  the  straight-line  method  of  depreciation. 

(4)  Adjustment  to  basis. — Would  have  deleted  the  provision  of  section  202(a)  relating  to  the 
downward  adjustment  in  basis. 

Section  203.  Group  term  life  insurance. —  .  . 

(1)  Would  have  provided  a  substitute  for  the  determination  of  premium  costs  on  the  basis 
of  a  single  average  premium  rather  than  on  the  basis  of  the  taxable  premium  rates  in  the  bill  which 

vary  by  5-year  brackets  with  age.  .  .  ... 

(2)  Would  have  limited  the  exclusion  for  group  term  life  insurance  to  plans  which  were 


nondiscriminatory. 

(3)  Would  have  deleted  this  provision  from  the  bill. 

Section  205.  Wage  continuation  payments. — 

(1)  Would  have  deleted  this  provision  from  the  bill. 

(2)  Would  restore  the  provision  of  present  law  but  provide  the  exemption  of  only  75  percent 

of  sick  pay  up  to  $100  a  week  rather  than  100  percent  of  this  amount.  .  ,  .  ,  , 

(3)  Would  have  made  the  sick  pay  exclusion  available  where  the  individual  is  absent  from 

work  more  than  14  days. 

Section  206.  Gain  on  sale  or  exchange  of  residence.—  . 

(1)  Would  amend  section  so  as  to  apply  to  taxpayers  age  62  or  over  who  sell  their  personal 

residence  (rather  than  age  65). 


•  The  letters  “SA”  refer  to  Senate  Amendment. 
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Section  214.  Employee  stock  option  and  purchase  plans. — - 

(1)  Considered  extending  the  option  period  from  5  to  10  years. 

(2)  Considered  a  provision  repealing  the  stock  option  provisions  for  options  granted  after 
January  14,  1964. 

(3)  Considered  a  provision  retaining  capital  gains  treatment  for  stock  options  but  providing 
for  the  taxation  of  this  gain  at  the  time  of  exercise  of  the  option. 

(5)  Considered  a  2-year  holding  period  for  the  stock  instead  of  a  3-year  holding  period. 

(6)  Would  have  denied  anv  special  qualified  stock  option  treatment  for  the  future;  however, 
employee  stock  purchase  plans  would  have  been  continued  as  provided  under  the  bill. 

Section  216.  Personal  holding  companies. — 

•  •  (1)  Would  have  made  the  general  effective  date  for  the  new  personal  holding  company  pro¬ 

vision  taxable  years  beginning  after  December  31,  1964,  rather  than  December  31,  1963. 

(2)  Would  have  provided  that  in  the  case  of  those  taxpayers  who  did  their  own  wildcatting, 
production  derived  therefrom  for  purposes  of  determining  the  amount  of  active  income  in  applying  the 
60  percent  personal  holding  company  test  is  not  to  be  reduced  for  depletion,  taxes,  and  interest. 

Section  217.  Treatment  of  property  in  the  case  of  oil  and  gas  wells. — 

(1)  SA  368:  Would  have  provided  a  graduated  percentage  depletion  allowance.  The 
allowance  would  be  27%  percent  on  gross  income  not  in  excess  of  $1  million,  21  percent  on  this  income 
from  $1  million  to  $5  million,  and  15  percent  on  this  income  in  excess  of  $5  million. 

(2)  SA  341:  Would  have  reduced  all  percentage  depletion  allowance  in  excess  of  20  percent 
to  that  figure.  Thus,  the  allowance  for  oil  and  gas  would  be  reduced  from  27%  percent  to  20  percent 
that  for  uranium  and  sulfur  would  be  reduced  from  23  percent  to  20  percent  and  that  for  certain  other 
mineral  deposits  specified  in  the  code  from  U.S.  sources  would  be  reduced  from  23  percent  to  20  percent. 

(3)  Would  have  reduced  the  net  income  limitation  for  various  minerals  from  50  percent  to  33% 
percent.  Under  present  law,  the  percentage  depletion  allowance  is  either  a  specified  percentage  of 
gross  income  from  the  property  or  50  percent  of  net  income  from  the  property,  if  this  is  less. 

(4)  (a)  Would  have  provided  a  carryover  of  intangible  drilling  and  related  expenses  to  the 
extent  they  exceed  the  income  from  the  property.  In  the  year  to  which  these  amounts  are  carried 
^.^ywouidbe  considered  as  reducing  the  income  subject  to  the  50-percent  net  income  limitation. 
(o)  Would  have  provided  that  on  the  sale  of  a  mineral  property  a  portion  of  any  gain  realized  might 
be  treated  as  ordinary  income.  The  amount  which  would  be  considered  as  ordinary  income  at  time 
of  sale  would  be  the  intangible  drilling  and  related  expenditures,  as  well  as  any  depletion  taken  to 
the  extent  of  the  taxpayer’s  basis  in  the  property. 

(5)  Would  have  provided  that  in  the  case  of  foreign  oil  where  the  taxing  and  leasing  authori¬ 
ties  are  the  governmental  unit,  that  the  amounts  specified  as  taxes  in  this  case  should  be  treated  for 
tax  purposes  in  the  same  manner  as  royalty  payments;  i.e.,  they  be  excluded  in  computing  income  rather 
than  allowed  as  a  credit  against  tax. 

(6)  Would  have  made  the  House  provision  relating  to  the  aggregation  of  property  effective 
for  taxable  years  ending  after  December  31,  1964. 

Section  221.  Averaging. — 

(1)  Would  have  deleted  this  provision  from  the  House  bill. 

Section  223.  Reduction  of  surtax  exemption  in  case  of  certain  controlled  corporations. — 

(1)  Would  have  provided  that  in  the  case  of  a  parent  and  a  series  of  subsidiaries  meeting 
the  80-percent  common  ownership  test  of  the  House  bill  that  the  number  of  surtax  exemptions  for  the 
group  be  limited  to  one. 

(2)  Would  have  provided  that  in  the  case  of  a  parent  and  a  series  of  subsidiaries  meeting 
the  80-percent  common  ownership  test  of  the  House  bill  that  the  number  of  surtax  exemptions  for 
the  group  be  limited  to  not  more  than  five.  The  6-percent  penalty  provision  of  the  House  bill  would 
continue  to  apply  with  respect  to  the  first  five  exemptions. 

(3)  Would  have  provided  that  section  1551  of  the  code  which  under  the  House  version  of 
the  bill  applies  to  transfers  by  corporations  directly  or  “indirectly”  of  all  or  part  of  its  property  other 
than  money  to  a  transferee  corporation  be  modified  by  striking  out  the  reference  to  “indirectly.” 

I  he  House  provision  by  adding  the  word  “indirectly”  denies  multiple  surtax  exemptions  where  a 
corporation  is  split  up  and  money  is  transferred  to  the  new  corporation  which  in  turn  is  used  to  pur¬ 
chase  property  from  the  first  corporation. 

B.  Amendments  not  directly  related  to  any  particular  section 

1.  Simplified  tax  method  (SA  228).— Taxpayers  would  have  been  permitted  to  elect  to  avoid 
for  5-year  periods  the  graduated  tax  rates  if  they  forgo  special  credits,  exclusions,  and  deductions, 
ihe  rates  under  the  amendment  would  be  40  percent  on  the  first  $50,000  of  simplified  taxable  income 
and  50  percent  of  such  income  in  excess  of  $50,000  with  appropriate  adjustments  for  joint  returns  and 
heads  of  household.  A  motion  to  make  such  method  compulsory  for  incomes  of  $60,000  or  over  was 
rejected.  An  amendment  to  include  capital  gains  as  ordinary  income  when  this  election  is  made  was 
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also  djJe  jtedw  Au  mot}on  make  the  electlon  irrevocable  was  defeated.  A  nonseparability  clause 
was  added.  With  such  a  clause,  if  any  portion  of  the  amendment  was  declared  unconstitutional,  the 
entire  amendment  would  be  void.  For  those  taxpayers  making  the  election,  gain  on  stock  options 
would  be  taxed  as  ordinary  income  at  the  time  of  exercise. 

2.  Political  contributions  ( SA  272). — Would  have  provided  a  tax  credit  which  when  taken 

would  not  exceed  $20  m  the  case  of  a  separate  return  or  $40  in  the  case  of  a  joint  return.  This  amend¬ 
ment  was  to  apply  to  contributions  to  further  the  candidacy  of  one  or  more  individuals  in  a  general 
primary,  or  special  election.  &  ’ 

3.  Exploration  expenditures  ( SA  204). — Would  have  removed  the  existing  limitation  on  de¬ 
ductions  of  $100,000  in  any  one  year  and  $400,000  in  all  years  for  exploration  expenditures  with  respect 
to  all  minerals  except  oil  and  gas. 

4.  Exploration  expenditures. — Would  have  increased  to  $600,000  from  $400,000  the  aggregate 
allowable  deduction. 


5.  Travel  and  entertainment  expenses  (SA  229).— Would  have  repealed  the  limitation  on 
the  deduction  of  gifts  and  the  provision  relating  to  travel  expenses  where  the  travel  combines  business 
and  pleasure.  Would  also  substitute  a  test  of  “reasonableness”  for  the  present  tests  relating  to  activ¬ 
ities  and  facilities.  Modifications  would  also  be  made  in  the  substantiation  requirements. 

6.  Real  property  taxes  paid  by  lessee  (SA  338)  —Would  have  permitted  a  lessee  under  a  lease 
for  20  years  or  more  to  deduct  real  property  taxes  paid  by  him  if  the  lease  requires  him  to  pay  these 
taxes  and  if  his  residence  is  situated  on  the  leased  land. 

7.  Unlimited  charitable  contributions  deduction  (SA  370). — Would  have  repealed  the  pro¬ 
vision  of  existing  law  permitting  unlimited  charitable  contributions  deduction. 

8.  Depletion  of  physical  strength,  etc.,  of  professional  athletes  (SA  332). — Would  have 
allowed  professional  athletes  to  deduct,  in  computing  their  income,  an  amount  representing  the  deple¬ 
tion  of  their  strength,  stamina  and  skills  used  in  professional  sports.  The  deduction  would  be  one 
over  the  “career  span”  for  the  particular  form  of  athletics  involved  multiplied  by  the  athlete’s  income 
for  the  year  in  question. 

9.  Ordinary  income  offset  by  capital  losses  (SA  359). — Would  have  increased  from  $1,000  to 
$2,000  in  1964,  to  $3,000  in  1965,  to  $4,000  in  1966,  and  $5,000  in  1967  and  subsequent  years  the 
amount  of  ordinary  income  which  may  be  offset  by  capital  losses. 

10.  Capital  gains  treatment  upon  liquidation  of  small  business  (H.R.  7503). — Would 
have  provided  that  the  recapture  provisions  of  present  law  which  result  in  ordinary  income  upon  the 
sale  of  an  asset  by  reason  of  depreciation  previously  taken  are  not  to  apply  in  the  case  of  small  busi¬ 
nesses  and  firms. 

11.  Air  and  water  pollution  abatement  (SA  336). — Would  have  provided  that  the  cost  of 
expenditures  for  treatment  works  to  control  water  and  air  pollution  could  be  written  off  as  the  taxpayer 
saw  fit  within  the  5-year  period  after  acquisition  of  the  works  rather  than  capitalizing  these  expendi¬ 
tures  as  provided  under  present  law. 

12.  Intangible  drilling  and  development  costs. — Would  have  denied  the  immediate  writeoff 
for  intangible  drilling  and  development  costs  for  gas  and  oil. 

13.  Tax  credit  for  expenses  of  higher  education  (SA  329).— Would  have  provided  a  tax  credit 
of  up  to  $325  for  expenses  for  tuition,  fees,  books  and  supplies  for  higher  education. 

14.  Deduction  for  entertainment  expenses. — Would  have  deleted  the  requirement  in  present 
law  which  requires  that  there  be  a  substantial  business  discussion  before  or  after  entertainment  for 
the  expense  to  be  considered  a  deductible  entertainment  expense. 

15.  H.R.  7516,  relating  to  the  taxation  of  cooperatives. — Would  have  treated  as  taxable 
income  to  tax-exempt  cooperatives  income  derived  from  business  done  with  the  government  whether  or 
not  this  income  was  allocated  to  the  accounts  of  other  patrons. 

16.  H.R.  5468  relating  to  the  credit  or  refund  of  self-employment  tax  in  certain  cases. — 
This  bill  which  has  been  ordered  favorably  reported  by  the  Committee  on  Ways  and  Means  would  have 
allowed  a  credit  or  refund  in  certain  cases  where  individuals  had  been  covered  retroactively  for  social 


security  purposes  and  at  the  same  time  were  already  covered  as  a  result  of  self-employment  income. 

17.  Depreciation  guidelines  (SA  319). — Would  have  directed  the  Secretary  of  the  Treasury  to 

E rescribe  useful  lives  for  property  no  longer  than  those  prescribed  by  revenue  ruling  62—21  and  would 
ave  deleted  the  reserve  ratio  test. 

18.  Intercorporate  dividends  received  deduction. — Would  have  increased  from  85  percent  to 
90  percent  the  portion  of  intercorporate  dividends  for  which  a  deduction  would  be  allowed  in  those 
cases  where  there  is  95  percent  common  ownership  (rather  than  80  percent). 

19.  Increase  in  personal  exemptions. — Would  have  increased  from  $600  to  $1,000  the  personal 
exemption. 

20.  Exclusion  for  income  earned  abroad. — ’Would  have  reduced  from  the  present  $35,000  or 
$20,000  to  $6,000  the  exclusion  for  income  earned  abroad  by  those  who  are  bona  fide  residents  of  foreign 
countries  or  who  are  in  foreign  countries  17  out  of  18  months. 
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21.  Interest  equalization  tax. — Would  have  adopted  the  text  of  H.R.  8000  as  reported  by  the 
Committee  on  Ways  and  Means  except  that  the  effective  date  of  the  tax  would  be  January  1,  1964. 
instead  of  July  18,  1963. 

22.  Head  of  household  treatment  ( SA  377).— Would  have  made  head-of-household  treatment 
available  to  all  persons  over  age  35  who  are  not  already  receiving  such  treatment  or  were  not  already 
receiving  full  income  splitting. 

23.  Flood  losses. — Would  have  provided  a  tax  deduction  for  amounts  paid  with  respect  to  flood 
loss  insurance. 

C.  Excise  taxes 

1.  Musical  instruments  ( SA  276). — Would  have  provided  an  exemption  from  the  10-percent 
excise  tax  for  musical  instruments  used  by  students  in  an  orchestra,  band,  etc.,  sponsored  by  an  educa¬ 
tional  organization. 

2.  Retailers’  excise  taxes  on  toilet  preparations. — Would  have  repealed  the  retailers’  excise 
taxes  on  toilet  preparations  (cosmetics  and  similar  items). 

3.  Manufacturers'  excise  tax  on  pens  and  mechanical  pencils. — Would  have  repealed  the 
10-percent  excise  tax  on  pens  and  mechanical  pencils. 

4.  Tax  on  television  tuners  (NA  274)  ( Context  of  S.  1151). — Would  have  treated  television 
tuners  as  taxable  articles  in  the  period  from  November  1,  1950,  to  August  31,  1955,  so  that  tubes 
purchased  tax  free  for  use  in  the  tuner  would  not  become  taxable. 

5.  Retail  excise  tax  on  luggage. — Would  have  repealed  the  10-percent  retail  excise  tax  on 
luggage,  ladies’  handbags  and  wallets,  etc. 

6.  Retail  excise  tax  on  jewelry  and  related  items. — Would  have  provided  an  exemption  from 

the  10-percent  excise  tax  on  jewelry,  furs,  watches,  silver-plated  flatware,  and  similar  items  with  respect 
to  the  first  $100  of  retail  price. 

7.  Manufacturers’  excise  tax  on  musical  instruments. — Would  have  repealed  the  10-percent 
tax  on  all  musicaHnstruments  except  pianos  and  organs. 

8.  Automotive  excise  tax. — Would  have  provided  an  exemption  for  camper  coaches  and  slide-in 
cabins  from  the  10-percent  automotive  manufacturers’  excise  tax. 

9.  Admissions  tax,  legitimate  theater. — Would  have  exempted  from  the  10-percent  admissions 
tax  performances  in  the  legitimate,  living  theater. 
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PART  VI 

Amendments  offered  on  the  Senate  floor,  but  which  were  rejected  or  withdrawn  by  the  Senate 
(Page  numbers  referred  to  are  Congressional  Record  page  numbers)  • 

1.  Group-term  life  insurance — exclusion:  Senator  Gore.  Vote:  69  to  16.  Summary:  Would  have 
decreased  from  $70,000  of  coverage  to  $30,000  the  maximum  exclusion.  Page  1684. 

2.  Tax  credit  for  higher  education :  SA  329.  Senator  Ribicoff.  Vote:  48  to  45.  Summary:  Would 
have  provided  a  tax  credit  for  college  costs  to  be  based  on  the  first  $1,500  of  tuition,  fees,  books,  and 
supplies  per  student  at  an  institution  of  higher  education.  The  amount  of  the  credit  would  be  75  percent 
of  the  first  $200,  25  percent  of  the  next  $300,  and  10  percent  of  the  next  $1,000.  The  maximum  credit 
would  be  $325.  Estimated  cost  for  the  first  year  would  be  $750  million.  It  is  estimated  that  in  1970, 
the  loss  would  be  $1,300  million.  Page  1697. 

3.  Deduction  for  higher  education:  SA  401.  Senator  Prouty.  Vote:  47  to  47.  Summary: 

Would  allow  a  special  tax  deduction  for  higher  education  geared  to  the  number  of  months  in  school  with 
a  maximum  of  $1,200  or  $1,500,  depending  upon  whether  or  not  the  taxpayer  held  a  degree.  Page  1758. 

4.  Personal  exemptions:  SA  208.  Senator  Gore.  Voice  vote.  Summary:  Would  have  substi¬ 
tuted  a  provision  increasing  the  personal  exemption  to  $1,000  from  the  present  $600  in  lieu  of  the  in¬ 
dividual  and  corporate  rate  reductions.  Page  1775.  Substitute  amendment  to  increase  personal 
exemption  from  $600  to  $800  and  to  adjust  corporate  income  tax  rates. 

5.  Minimum  standard  deduction:  Senator  Douglas.  SA  411.  Vote:  71  to  21.  Summary: 

Would  have  increased  the  minimum  standard  deduction  of  $300  for  each  taxpayer  and  $100  for  each 
dependent  under  the  House  bill  by  an  additional  $100  for  the  taxpayer  and  for  each  dependent.  Would 
correspondingly  reduce  the  reduction  of  corporate  rates  by  1  percent  in  1964  and  1965.  Pages  1791 
and  1933. 

6.  Dividend  credit:  Senator  Dirksen.  Vote:  47  to  44.  Summary:  Would  have  retained  the  4- 

percent  dividend  credit  as  under  exising  law  but  would  have  limited  the  amount  of  the  credit  that 

could  be  claimed  in  any  one  year  to  $300.  Page  1793. 

7.  Additional  exemption  for  dependent  who  is  blind :  SA  277.  Senator  Hartke.  Vote:  Rejected  on 
a  division.  Summary:  Would  have  provided  an  additional  $600  exemption  for  a  blind  taxpayer. 
Page  1809. 

8.  Premiums  for  flood  insurance:  SA  406.  Senator  Carlson.  Withdrawn.  Summary:  Would 
have  clarified  the  deductibility  of  premiums  paid  for  policies  of  flood  insurance  including  such  premiums 
paid  by  subscribers  to  a  reciprocal  interinsurance  exchange.  Page  1810. 

9.  Regulatory  agencies:  SA  387.  Senator  Proxmire.  Divided  into  two  parts.  Senator  Long’s 
motion  to  table  amendment  defeated  by  vote  of  42  to  52.  First  part  would  have  eliminated  section 
of  the  bill  which  provides  that  the  3-percent  investment  credit  must  be  spread  over  the  life  of  the 
asset  and  that  the  regulatory  agencies  cannot  require  the  utility  to  reduce  its  rates  to  take  into  account 
all  of  the  3-percent  investment  credit  in  the  first  year  in  which  the  utility  makes  the  purchase.  Vote: 
43  to  48.  Second  part  of  the  amendment  would  have  eliminated  the  provision  restricting  agencies 
regulating  segments  of  the  transportation  industry  in  permitting  passthrough  of  investment  credit. 
Vote:  42  to  46.  Page  1955. 

10.  Regulatory  agencies:  Senator  Gore.  Vote:  42  to  50.  Would  have  provided  that  the  re¬ 
striction  in  the  bill  as  to  regulatory  agencies  permitting  passthrough  of  investment  credit  would  be 
applied  uniformly  as  to  all  such  agencies  rather  than  establishing  a  distinction  as  between  those  regu¬ 
lating  noncompetitive  public  utilities  and  those  regulating  segments  of  the  transportation  industry. 
Pages  2115  and  2118. 

11.  Adjustment  of  basis  under  investment  credit:  SA  386.  Senator  Proxnnre.  Vote:  20  to  58. 
Would  have  deleted  that  part  of  the  bill  which  repeals  basis  adjustment  under  the  investment  credit. 
jP^prg  2130 

12  Percentage  depletion  rates  for  oil  and  gas  wells:  SA  400.  Senator  Williams.  Vote:  33  to 
61  Summary:  Would  have  provided  a  progressive  3-step  reduction  in  certain  percentage  depletion 
rates.  When  fully  effective  in  1966,  all  those  percentage  depletion  rates  which  are  now  above  20  percent 
would  be  reduced  to  20  percent;  would  include  oil  and  gas  presently  enjoying  27%  percent,  sulfur, 
uranium,  and  certain  other  minerals  which  are  extracted  from  deposits  within  the  United  States  which 
are  entitled  to  a  23-percent  depletion  rate.  Page  2057. 
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13.  Percentage  depletion  for  oil  and  gas  wells:  SA  368.  Senator  Douglas.  Vote:  35  to  57. 
Summary:  Would  have  reduced  the  depletion  allowance  on  oil  and  gas  from  the  present  27 K  percent 
to  15  percent  in  those  cases  where  the  taxpayers’  gross  income,  abroad  and  at  home,  from  oil  and  gas 
in  any  one  year  exceeds  $5  million.  Allowance  would  have  been  reduced  to  21  percent  where  the 
taxpayers’  income  from  oil  and  gas  exceeded  $1  million  but  did  not  exceed  $5  million;  would  have  left 
the  existing  27%  percent  allowance  for  those  whose  income  from  oil  and  gas  does  not  exceed  $1  million 
gross  income  per  year.  Page  2095. 

14.  Capital  loss  carryover  for  individuals:  SA  359.  Senators  Morton  and  Dirksen.  Summary: 
Would  increase  from  $1,000  to  $5,000  over  graduated  period  of  4  years  the  allowed  annual  carryover 
of  offsetting  capital  losses  against  ordinary  income.  Page  2251. 

15.  Termination  of  tax  reduction:  SA  407.  Senator  McClellan.  Summary:  Would  provide  that 
tax  cuts  in  the  bill  remain  in  force  only  so  long  as  total  budget  expenditures  were  not  in  excess  of  $100 
billion.  Page  2262. 

16.  Deduction  to  lessee  of  residential  land  of  certain  real  property  tax  paid  by  him:  SA  338. 
Senator  Fong.  Withdrawn.  Summary:  Would  have  permitted  a  lessee  who  has  a  home  on  land 
leased  to  him  for  a  term  of  20  years  or  more  to  deduct  real  property  taxes  paid  by  him  if  the  lease 
agreement  requires  him  to  pay  such  taxes.  Page  2125. 

17.  Interest  on  indebtedness  incurred  or  continued  to  purchase  or  carry  tax-exempt  bonds :  SA  398. 
Senator  Williams.  Vote:  40  to  41.  Summary:  Would  have  deleted  section  217  relating  to  interest  on 
indebtedness  incurred  or  continued  to  purchase  or  carry  tax-exempt  bonds.  Page  2126. 

18.  Repeal  of  retailer’s  excise  tax  on  jewelry,  furs,  toilet  preparations,  and  luggage:  SA  380. 
Senator  Dirksen.  Vote:  45  to  48.  Summary:  Would  repeal  the  retailer’s  excise  tax  on  jewelry,  etc., 
but  with  respect  to  jewelry  and  furs,  to  the  extent  such  price  exceeds  $100.  Page  1940. 

19.  Repeal  of  manufacturers’  excise  tax  on  mechanical  pencils  and  pens:  Senators  Dirksen  and 
Hickenlooper.  Vote:  36  to  44.  Summary:  Would  have  exempted  mechanical  pencils  and  pens  from 
the  10-percent  manufacturers’  excise  tax.  Page  2005. 

20.  Musical  instruments:  SA  276.  Senator  Hartke.  Withdrawn.  Would  have  excluded  from 
the  10-percent  excise  tax  musical  instruments  purchased  for  use  for  educational  purposes  for  use  in 
school  bands  and  orchestras.  Page  2008. 

21.  Exemption  from  10-percent  excise  tax  tickets  to  live  dramatic  or  musical  performances: 

SA  395.  Senator  Javits.  Vote:  33  to  59.  Summary:  Would  have  excluded  from  the  10-percent 
excise  tax  tickets  for  the  live  theater.  Page  2088. 

22.  Retailers’  excise  tax  on  purses  and  handbags:  SA  417.  Senator  Keating.  Vote:  35  to  55. 
Summary:  Would  have  excluded  from  the  10-percent  retail  excise  tax  any  purse  or  handbag  that  does 
not  exceed  $50  in  price.  Page  2122. 

23.  Cabaret  tax:  SA  412.  Senator  Proxmire.  Vote:  30  to  66.  Summary:  Would  reduce  from 
10  percent  to  3  percent,  the  cabaret  tax.  Page  2252. 

24.  Rebuilt  automotive  parts:  SA  385.  Senators  Dirksen,  Carlson,  and  Bennett.  Voice  vote. 
Would  provide  that  the  manufacturers’  excise  tax  on  parts  and  accessories  would  not  be  applicable  to 
rebuilt  parts  or  accessories.  Page  2249. 
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